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AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


TUESDAY, MARCH 12, 1957 


Untrep States SENATE, 
SuBcoMMITTEE ON RatLroap RETIREMENT OF THE 
CoMMITTEE ON Lazor AND Pusiic WELFARE, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:15 a. m., in the 
Old Supreme Court Chamber, room P-63, the Capitol, Senator Wayne 
Morse, chairman of the subcommittee, presiding. 

Present: Senators Morse (presiding), Thurmond, and Cooper. 

Also present : Senator Barrett. 

Committee staff members present: Stewart E. McClure, chief clerk; 
Roy E. James, assistant chief clerk; John S. Forsythe, general coun- 
sel; Michael J. Bernstein, professional staff member; and Merton C. 
Bernstein, special counsel to the Subcommittee on Railroad Retire- 
ment. 

Senator Morse. The hearing will come to order. 

These hearings are on S. 360, introduced by Senator Barrett: S. 954, 
introduced by Senator Langer, for himself and Senator Martin of 
Iowa; and S. 1313, introduced by me, for myself and Senators Mur- 
ray, Neely, Kennedy, Neuberger, Cooper, Beall, Young, Hill, Hen- 
nings, Barrett, McNamara, Magnuson, Humphrey, and Ives. 

As chairman of the Subcommittee on Railroad Retirement, it shall 
be my policy to consider as m3 editiously as possible the bills pend- 
ing before us. Howeve er, it is both necessary and desirable to assure 
that all interested parties have the opportunity to present their points 
of view and supporting data. 

In introducing S. 1313 on February 20, I noted that the last Con- 
gress did not deal fully with the subject of railroad retirement and 
should move quickly to that unfinished task. When this committee 
reported the 10 percent across-the-board increase, it pledged itself to 
such action in its report, at least to the extent of enacting the neces- 
sary financing arrangements. That pledge became the promise of 
Congress when it enacted the measure on the basis of the report sub- 
mitted in the last session. 

We also have before us the proposals for improving railroad retire- 
ment and unemployment insurance benefits. They will receive, I am 
sure, the sober and unbiased study of the subcommittee. 

It is a matter of great satisfaction that the subcommittee will have 
the services of Senator Cooper, who chaired this subcommittee in the 

83d Congress. As ranking minority member, we shall all look to 
him for guidance and the benefit of his experience. 

I am delighted also to have our colleague, the Senator from South 
Carolina, Senator Thurmond. 


1 











2 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


I am glad to be back myself to continue the work in which I par- 
ticipated, under the leadership of Senator Douglas, on the Joint Com- 
mittee on Railroad Retirement in the 82d Congress. Considerable 
progress has been made since that time, but changing situations bring 
new problems, and it is our job to meet them as best we can. 

For the purposes of the record there will be inserted at this point 
the text of S. 360 and the analysis of the Railroad Retirement Board 
on measures pending before this subcommittee. 

(S. 360 and the analysis of pending bills follow :) 


[S. 360, 85th Cong., Ist sess.] 


A BILL To amend section 2 (d) of the Railroad Retirement Act of 1937 so as to increase 
the maximum amount which a recipient of disability benefits under such Act may 
receive as earnings from employment or self-employment 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the second paragraph of sec- 
tion 2 (d) of the Railroad Retirement Act of 1937, as amended, is amended by 
striking out “$100” and inserting in lieu thereof $200”. 

Sec. 2. The amendment made by this Act shall take effect on the first day 
of the first calendar month which begins after the date of enactment of this Act. 





AMENDING THE RAILROAD RETIREMENT ACT OF 1937 3 


Principal provisions and level costs of bills to amend the Railroad Retirement, 
Railroad Retirement Taz, and Railroad Unemployment Insurance Acts pend- 
ing before the Senate, 85th Cong., as of Mar. 5, 1957 


Estimated additional 
level cost ! 
Bill Principal provisions 


payroll per year 





nm 


. 8360, Barrett__| Changes the disability work clause to allow earnings of up to 

$200 a month without penalty. 

. 491, Chavez__| For the relief of a particular individual___- ven Le 

. 945, Langer (a) Fullretirement annuities at age 60 with 30 years of service, 

and Martin. or after 35 years of service regardless of age. 

(b) Replaces the 1924-31 base period for determining the prior 
service average monthly compensation by the 5 years of | 
highest earnings before 1937. 

(c) Raises the limit on creditable compensation to $350 a 

month retroactively. 

8.1180, Morse | For the relief of a particular individual 

and 

Neuberger. 

. 1313, Morse | 1. Railroad retirement system: 

and 14 others. | (a) Increases retirement and survivor benefits by ap- 

| proximately 10 percent including social security 
minimum amounts and the maximum on spouses’ 
| annuities. 

(b) Increases limit on monthly compensation to $400. 

(c) Provides insurance lump sum with respect to all | 

| insured deaths. 

| (d) Liberalizes the disability work clause, provides re- | 
| duced annuities to women employees and wives at 

age 62, and increases the factor for the residual 
| benefit. 

| (e) Increases the combined rate of retirement taxes by | | 

| 242 percentage points and provides additional 

taxes after 1969 at a combined rate equal to the | 
| excess of the then effective social-security rates 
over 5) percent. 

Effect of amendments: 

Additional level cost 3__ ---- 

| Additional level revenue 3 

Level costs of system as would be amended by 
bill: 3 
IC OU ONG 65 cddeeica pe apiguts ais : 17. 32 | 996 
Level future taxes _- 16.95 | 975 
2. Railroad unemployment insurance system: 
(a) Increases benefit schedule for unemployment bene- | 
fits. 
(6) Extends benefit duration for employees with 5 or 
more years of service under specified conditions. 

(c) Sundays and holidays to be treated as other days 
for benefit purposes, 

(dq) Minimum qualifying compensation in the base | 
year increased to $500. | 

(e) Increases compensation base for both benefit and 
tax purposes to $490 a month, 

(f) Revises tax schedule with a maximum rate of 4 per- 
cent. | 

Net level cost of program 3____..__._-------- — 4. 22 243 
Maximum tax rate 3__.__._- : = 4. 00 230 


0.04 | $2 
(?) 2) 
2. 25 120 


mm 


| 
| 
| Percent of | Millions 
| 
| 
| 
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162 
312 


= GO 
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to 





1 Unless indicated otherwise, cost figures relate to a payroll with a $350 limit on monthly compensation, 


2 Not applicable. 
3 Relates to a payroll with a $490 limit on monthly compensation. 
4 After allowing for funds on hand and estimated gains from financial interchange. 


Note.—Prepared by Railroad Retirement Board. 
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4 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


Senator Morss. There will appear, following that, the text of 
S. 945 and S. 1313, and my summary of the provisions of S. 1313, and 
the reports of the Board will appear thereafter unless it also con- 
stitutes the main testimony of the Board. 

(S. 945 follows :) 

{S. 945, 85th Cong., Ist sess.] 


A BILL To amend the Railroad Retirement Act of 1937, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Railroad 
Retirement Act Amendments of 1957”. 

Sec. 2. Paragraphs numbered 2 and 3 of section 2 (a) of the Railroad Retire- 
ment Act of 1937, as amended, are amended to read as follows: 

“2. Individuals who will have attained the age of sixty and will have com- 
pleted thirty years of service. 

“3. Individuals who will have completed thirty-five years of service, without 
regard to age”. 

Sec. 3. Section 3 (c) of such Act is amended to read as follows: 

“(c) The ‘monthly compensation’ shall be the average compensation paid to 
an employee with respect to calendar months included in his ‘years of service’, 
except that with respect to service prior to January 1, 1937, he shall be credited 
with monthly compensation in an amount equal to the average compensation paid 
to him monthly for the five calendar years (consecutive or nonconsecutive) 
included in his ‘years of service’ for each of which he received aggregate com- 
pensation exceeding that received by him for any other such calendar year: 
Provided, That in computing ‘monthly compensation’, no part of any month’s 
compensation in excess of $350 shall be recognized.” 

Sec. 4. All recertifications required by reason of any amendment made by this 
Act shall be made by the Railroad Retirement Board without application therefor. 


DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 
July 29, 1957. 
Hon. Lister Hii, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D.C. 


DeaR Mr. CHAIRMAN: This letter is in response to your request of March 25, 
1957, for a report on S. 945, a bill to amend the Railroad Retirement Act of 
1937, as amended. 

S. 945 would provide for payment of a full railroad retirement annuity 
(rather than a reduced annuity) to male employees at age 60 after 30 years’ 
service (provided for female employees under present law) and would per- 
mit payment of a full annuity at any age after 35 years of service. The bill 
would restrospectively raise to $350 the present $300 ceiling on creditable rail- 
road earnings which is applicable under section 3 (c) of the act to service 
before July 1954, and it would amend section 3 (c) by providing that an em- 
ployee’s average monthly compensation for the pre-1937 period shall be basted on 
his 5 years (not necessarily consecutive) of highest earnings, instead of the now 
used straight monthly average for the 1924-1931 base period. At the same time, 
perhaps inadvertently, the bill would drop the present provisions for disregard- 
ing compensation and service after age 65 if Such compensation and service 
would reduce annuity amounts. 

In a report which we recently sent you giving the views of this Department 
on S. 1313. we referred to the need for improving the financial situation of 
the railroad retirement system. S. 945 would increase the costs of the rail- 
road program without making any provisions for meeting these increased costs 
and would thus increase the present deficit of the system. 

We therefore recommend against the enactment of the bill. 

The Bureau of the Budget advises that it perceives no objection to the 
submission of this report to your committee. 

Sincerely yours, 
M. B. Foutsom, Secretary. 


(S. 1313, the summary of Senator Morse of the provisions of 


S. 1313 and the report of the Department of Health, Education, and 
Welfare follow :) 
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{S. 13138, 85th Cong., 1st sess.] 


A BILL To amend the Railroad Retirement Act of 1937, the Railroad Retirement Tax Act, 
and the Railroad Unemployment Insurance Act, so as to provide increases in benefits, 
and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


Part I—AMENDMENTS TO THE RAILROAD RETIREMENT ACT OF 1937 


SecTION 1. (a) Section 2 (a) 3 of the Railroad Retirement Act of 1937 is 
amended to read as follows: 

“3. Individuals who will have attained the age of sixty and will have com- 
pleted thirty years of service or, in the case of women, who will have attained 
the age of sixty-two and will have completed less than thirty years of service, but 
the annuity of such individual shall be reduced by one one-hundred-and-eightieth 
for each calendar month that he or she is under age sixty-five when the annuity 
begins to accrue.” Z 

(b) Section 2 (d) of such Act is amended by adding at the end thereof the 
tollowing new sentence: “If pursuant to the third sentence of this subsection an 
annuity was not paid to an individual with respect to one or more months in any 
valendar year, and it is subsequently established that the total amount of such 
individuals earnings during such year as determined in accordance with that 
sentence (but exclusive of earnings for services described in the first sentence of 
this subsection) did not exceed $1,200, the annuity with respect to such month or 
months, and any deduction imposed by reason of the failure to report earnings 
for such month or months under the fifth sentence of this subsection, shall then 
be payable. If the total amount of such individual’s earnings during such year 
(exclusive of earnings for services described in the first sentence of this sub- 
section) is in excess of $1,200, the number of months in such year with respect 
to which an annuity is not payable by reason of such third and fifth sentences 
shall not exceed one month for each $100 of such excess, treating the last $50 
or more of such excess as $100; and if the amount of the annuity has changed 
during such year, any payments of annuity which become payable solely by rea- 
son of the limitation contained in this sentence shall be made first with respect 
to the month or months for which the annuity is larger.” 

(c) Section 2 (e) of such Act is amended by striking out “than an amount” 
and inserting in lieu thereof “than 110 per centum of an amount”. 

(d) Section 2 (zg) of such Act is amended by inserting after “wife under age 
65” the following: “(other than a wife who is receiving such annuity by reason 
of an election under subsection (h))”. 

(e) Section 2 of such Act is further amended by adding at the end thereof the 
following new subsection : 

“(h) A spouse who would be entitled to an annuity under subsection (e) if 
she or he had attained the age of 65 may elect upon or after attaining the age of 
62 to receive such annuity, but the annuity in any such case shall be reduced by 
one one-hundred-and-eightieth for each calendar month that the spouse is under 
age 65 when the annuity begis to accrue.” 

Sec. 2. (a) Section 3 (a) of the Railroad Retirement Act of 1937 is amended 
(1) by striking out “3.04”, “2.28”, and “1.52” and inserting in lieu thereof “3.35”, 
“2.51”, and “1.67”, respectively ; and (2) by striking out “$200” and inserting in 
lieu thereof “$250”. 

(b) Section 3 (c) of such Act is amended by inserting after “or in excess of 
$350 for any month after June 30, 1954,” the following: “and before July 1, 
1957, or in excess of $400 for any month after June 30, 1957,”. 

(c) Section 3 (e) of such Act is amended (1) by striking out “$4.55” and 
“$75.90” and inserting in lieu thereof $5.00” and “$83.50”, respectively ; (2) by 
striking out “is less than the amount, or the additional amount” and inserting in 
lieu thereof “is less than 110 per centum of the amount, or 110 per centum of the 
additional amount’; (8) by inserting after “age sixty-five,” the following: 
“women entitled to spouse’s annuities pursuant to elections made under subsec- 
tion (h) of section 2 to be entitled to wife’s insurance benefits determined under 
section 202 (q) of the Social Security Act,”; and (4) by striking out “such 
amount of such additional amount” and inserting in lieu thereof “110 per centum 
of such amount or 110 per centum of such additional amount”. 

Sec. 38. (a) Section 5 (f) (1) of the Railroad Retirement Act of 1937 is 
amended (1) by striking out of the first sentence the following: “who will have 
died leaving no widow, widower, child, or parent who would on proper application 
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therefor be entitled to receive an annuity under this section for the month in 
which such death occurred”; (2) by inserting in the first sentence after “ten 
times the employee’s basic amount” the following: “, but not to exceed a total 
of $750,” ; and (3) by striking out the fourth sentence. 

(b) Section 5 (f) (2) of such Act is amended by striking out “and 7 per 
centum of his or her compensation after December 31, 1946 (exclusive in both 
cases of compensation in excess of $300 for any month before July 1, 1954, and 
in the latter case in excess of $350 for any month after Jume 30, 1954),” and by 
inserting in lieu thereof the following: “plus 7 per centum of his or her com- 
pensation paid after December 31, 1946, and before January 1, 1957, plus 744 per 
centum of his or her compensation paid after December 31, 1956, and before 
January 1, 1958, plus 8 per centum of his or her compensation paid after Decem- 
ber 31, 1957 (exclusive of compensation in excess of $300 for any month before 
July 1, 1954, and in excess of $350 for any month after June 30, 1954, and before 
July 1, 1957, and in excess of $400 for any month after June 30, 1957),”. 

(c) Section 5 (h) of such Act is amended by striking out “$33”, “$176”, and 
“$15.40” wherever they appear and inserting in lieu thereof “$36.30”, “$193.60”, 
and “$16.95”, respectively. 

(d) Section 5 (i) (1) (ii) of such Act is amended by striking out “or in which 
month he engaged on seven or more different calendar days in noncovered 
remunerative activity outside the United States (as defined in section 203 (k) of 
the Social Security Act)” and inserting in lieu thereof the following: “or, having 
engaged in any activity outside the United States, would be charged under such 
section 203 (e) with any earnings derived from such activity if it had been an 
activity within the United States”. 

(e) Clause (A) (i) of section 5 (1) (9) of such Act is amended by striking 
out the word “and” appearing after “July 1, 1954,” and by inserting after “June 
30, 1954,” the following: ‘and before July 1, 1957, and any excess over $400 for 
any calendar month after June 30, 1957,”. 

(f) Clause (A) (ii) of section 5 (1) (19) of such Act is amended (1) by 
inserting “and before 1957” after “1954” where it first appears; (2) by inserting 
after “$4,200” where it first appears the following: “, or for the calendar year 
1957 is less than $4,500, or for any calendar year after 1957 is less than $4,800,” ; 
(3) by striking out $350” and inserting in lieu thereof “$400”; and (4) by 
striking out “and $4,200 for the years after 1954, by” and inserting in lieu 
thereof the following: “, $4,200 for years after 1954 and before 1957, $4,500 for 
the year 1957, and $4,800 for years after 1957, by”. 

(zg) Section 5 (1) (10) of such Act is amended by striking out ‘44’, “11”, 
“$350”, “$15.40”, “$36.66”, “$27.50, and “$14.66” wherever they appear and 
inserting in lieu thereof “49”, “12”, “$400”, “$16.95”, “$40.33”, “$30.25”, and 
“$16.13”, respectively. 

Sec. 4. All pensions under section 6 of the Railroad Retirement Act of 1937, 
all joint and survivor annuities and survivor annuities deriving from joint and 
survivor annuities under that Act awarded before July 1, 1957, and all annuities 
under the Railroad Retirement Act of 1935, are increased by 10 per centum. 

Sec. 5. (a) The amendments made by section 1 (other than subsection (b) 
thereof), by subsections (a) and (c) of section 2, and by subsections (c) and 
(d) of section 3 shall be effective only with respect to annuities (not includ- 
ing annuities to which section 4 applies) accruing for months after June 1957. 
The amendment made by subsection (b) of section 1 shall be effective with re- 
spect to annuities accruing during the calendar year 1957 and subsequent 
calendar years. The amendments made by subsections (a) and (b) of section 
3 shall be effective only with respect to lump-sum payments (under sections 5 
(f) (1) and 5 (f) (2) of the Railroad Retirement Act of 1937) in the case of 
deaths occurring after June 1957. The amendments made by subsection (g) of 
section 3 shall be effective only with respect to annuities accruing for months 
after June 1957 and lump-sum payments (under section 5 (f) (1) of the Rail- 
road Retirement Act of 1937) in the case of deaths occurring after June 1957. 
Section 4 shall be effective only with respect to pensions due in calendar months 
after July 1957 and annuities accruing for months after June 1957. 

(b) All recertifications required by reason of the amendments made by this 


part shall be made by the Railroad Retirement Board without application 
therefor. 


Part II—AMENDMENTS TO THE RAILROAD RETIREMENT TAx AcT 


Sec. 201. (a) Sections 3201, 3202 (a), 3211, and 3221 of the Railroad Retire- 
ment Tax Act are each amended (1) by striking out “after December 31, 1954” 
wherever it appears and inserting in lieu thereof “after June 30, 1957”, and 
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(2) by striking out “$350” wherever it appears and inserting in lieu thereof 
“$400”. 

(b) Sections 3202 (a) and 3221 of such Act are each further amended by 
striking out “after 1954” and inserting in lieu thereof “after June 1957.” 

(c) Sections 3201 and 3221 of such Act are each further amended by striking 
out “614 percent” and inserting in lieu thereof “7% percent”. 

(d) Section 3201 of such Act is further amended by striking out the period 
at the end thereof and inserting in lieu of such period a colon and the 
following: “Provided, That the rate of tax imposed by this section shall be in- 
creased, with respect to compensation paid after December 31, 1969, for services 
rendered after such date, by a number of percentage points (including fractional 
points) equal at any given time to the number of percentage points (including 
fractional points) by which the rate of the tax imposed with respect to wages 
by section 3101 at such time exceeds the rate provided by paragraph (2) of such 
section 3101 as amended by the Social Security Amendments of 1956.” 

(e) Section 3211 of such Act is further amended by striking out “12% per- 
cent” and inserting in lieu thereof “15 percent’, and by striking out the period 
at the end thereof and inserting in lieu of such period a colon and the following: 
“Provided, That the rate of tax imposed by this section shall be increased, with 
respect to compensation paid after December 31, 1969, for services rendered after 
such date, by a number of percentage points (including fractional points) equal 
at any given time to twice the number of percentage points (including fractional 
points) by which the rate of the tax imposed with respect to wages by section 
3101 and such time exceeds the rate provided by paragraph (2) of such section 
3101 as amended by the Social Security Amendments of 1956.” 

(f) Section 3221 of such Act is further amended by inserting “(a)’’ before “In 
addition”, and by adding at the end thereof the following new subsection: 

“(b) The rate of tax imposed by subsection (a) shall be increased, with re- 
spect to compensation paid after December 31, 1969, for services rendered after 
such date, by a number of percentage points (including fractional points) equal 
at any given time to the number of percentage points (including fractional points) 
by which the rate of the tax imposed with respect to wages by section 3111 at such 
time exceeds the rate provided by paragraph (2) of such section 3111 as amended 
by the Social Security Amendments of 1956.” 

Sec. 202. The amendments made by section 201 shall, except as otherwise pro- 
vided in such amendments, be effective only with respect to compensation paid 
after June 30, 1957, for services rendered after such date. 


Part III—AMENDMENTS TO THE RAILROAD UNEMPLOYMENT INSURANCE AcT 


Sec. 301. Section 1 (i) of the Railroad Unemployment Insurance Act is amended 
by striking out the proviso in the first sentence and inserting in lieu thereof 
“: Provided, however, That in computing the compensation paid to any employee, 
no part of any months’ compensation in excess of $300 for any month before 
July 1, 1954, or in excess of $350 for any month after June 30, 1954, and before 
July 1, 1957, or in excess of $400 for any month after June 30, 1957, shall be 
recognized”’. 

Sec. 302. (a) Section 2 (a) of the Railroad Unemployment Insurance Act is 
amended by striking out the language between “(i)” and “(ii)” and inserting in 
lieu thereof the following: “for each day of unemployment in excess of four 
during any registration period, and”. 

(b) Section 2 (a) of such Act is further amended by striking out columns I 
and II and inserting in lieu thereof the following: 


“Column I Column II 
Total Compensation Daily Benefit Rate 

$500 to $699.99 $4. 50 
700 to 999. 99 5. 00 

1, 000 to 1, 299. 99 5. 50 
1, 300 to 1, 599. 99 6. 00 
1, 600 to 1, 899. 99 6. 50 
1,900 to 2,199. 99 7.00 
2, 200 to 2, 499. 99 7.50 
2, 500 to 2, 799. 99 8. 00 
2, 800 to 3, 099. 99 8. 50 
8,100 to 3, 499. 99 9. 00 
3,500 to 3, 999. 99 9. 50 


4,000 and over 10. 20”. 
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(c) The proviso in such section 2 (a) is amended by striking out “50” and 
“$8.50” and inserting in lieu thereof “60” and ‘$10.20”, respectively. 

Sec. 303. Section 2 (c) of the Railroad Unemployment Insurance Act is 
amended by striking out the period at the end thereof and inserting in lieu of 
such period a colon and the following: “And provided further, That, with respect 
to an employee who has five or more years of service as defined in section 1 (f) 
of the Railroad Retirement Act of 1937, who did not voluntarily leave work 
without good cause or voluntarily retire, and who had current rights to normal 
benefits for days of unemployment in a benefit year but has exhausted such 
rights, the benefit year in which such rights are exhausted shall be deemed not to 
be ended until the last day of the extended benefit period determined under the 
following schedule, and the maximum number of days of, and amounts of pay- 
ment for, unemployment within such benefit year for which benefits may be 
paid to the employee shall be enlarged to include all compensable days of 
unemployment within such extended benefit period : 

The extended benefit period shall begin on 
the first day of unemployment following 
the day on which the employee exhausted 
his then current rights to normal benefits 
for days of unemployment and shall con- 


tinue for successive fourteen-day periods 
(each of which periods shall constitute 


“If the employee's ‘years of a registration period) until the number 
service’ total— of such fourteen-day periods totals— 
I la ts siden sald abil aaah abntnieiaenoes 39 
I ce Ee dl Ele les ieee talent aiies 65 
I ta catch 5s a eigenen eb aig ihn me biescal acs aioe 91 
Rn RE ali ieinigececncited erin eneinnns dacs cles Sas nacianilaiad diaantteanssnd nbintain giv a ag 


but no such extended benefit period shall extend beyond the beginning of the first 
registration period in a benefit year in which the employee is again qualified for 
benefits in accordance with section 3 of this Act on the basis of compensation 
earned after the first of such successive fourteen-day periods has begun. For an 
employee who has five or more years of service, who did not voluntarily leave 
work without good cause or voluntarily retire, who has fourteen or more conse- 
cutive days of unemployment, and who is not a ‘qualified employee’ for the 
general benefit year current when such unemployment commences but is or 
becomes a ‘qualified employee’ for the next succeeding general benefit year, 
such succeeding benefit year shall, in his case, begin on the first day of the 
month in which such unemployment commences.” 

Sec. 304. Section 3 of the Railroad Unemployment Insurance Act is amended 
by striking out “$400” and inserting in lieu thereof “$500”. 

Sec. 305. Section 4 (a-2) of the Railroad Unemployment Insurance Act is 
amended by striking out subdivision (iv), and by striking out the semicolon at 
the end of subdivision (iii) and inserting in lieu thereof a period. 

Sec. 306. Section 8 (a) of the Railroad Unemployment Insurance Act is 
amended (1) by inserting after “June 30, 1954” where it first appears the fol- 
lowing: “, and before July 1, 1957, and is not in excess of $400 for any calendar 
month paid by him to any employee for services rendered to him after June 
30, 1957”; (2) by inserting after “June 30, 1954” where it appears for the 
second time the following: “, and before July 1, 1957, and to not more than $400 
for any month after June 30, 1957”; (3) by inserting after “June 30, 1954” where 
it appears for the third time the following: “, and before July 1, 1957, or less 
than $400 if such month is after June 30, 1957"; (4) by striking out “1947” 
in paragraph 2 and inserting in lieu thereof “1957”; and (5) by striking out 
the table (except the column headings) in such paragraph 2 and inserting in lieu 
thereof the following: 


I a ee nen ernnguin 2 percent 
$400,000,000 or more but less than $450,000,000____.______________ 21% percent 
$350,000,000 or more but less than $400,000,000___...._..-.________ 3 percent 
$300,000,000 or more but less than $350,000,000__........_________ 3% percent 
Sn a aa rnin aw ainennaiainemeees 4 percent”. 


Sec. 307. Section 8 (b) of the Railroad Unemployment Insurance Act is 
amended (1) by striking out “3 per centum” and inserting in lieu thereof ‘4 
per centum”; and (2) by inserting before the period at the end of the first sen- 
tence the following: “, and before July 1, 1957, and as is not in excess of $400 
paid to him for services rendered as an employee representative in any calendar 
month after June 30, 1957”. 
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Sec. 308. The amendments made by sections 302, 303, and 305 shall be effective 
with respect to benefits accruing in general benefit years which begin after 
the benefit year ending June 30, 1957, and in extended benefit periods which 
begin after December 31, 1956. The amendment made by section 304 shall be 
effective with respect to base years after the base year ending December 31, 
1956. The amendment made by clause (1) of section 307 shall apply with respect 


to compensation paid for services rendered in calendar months after June 
80, 1957. 


ANALYSIS OF S. 1313 
PART I. THE RAILROAD RETIREMENT ACT 


1. All annuities (age and disability retirement, spouses, and survivors) 
pensions, and insurance lump sums, under the Railroad Retirement Act would 
be increased by 10 percent (except annuities which are, or would be, based on 
the equivalent of the annuitant’s average monthly compensation while working in 
the railroad industry) ; 

2. An employee who was retired on an annuity by reason of disability would 
not lose the annuity for any month in which he earned more than $100 in outside 
employment if his total earnings in the year, which includes such month, does 
not exceed $1,200; and if such earnings exceed $1,200, the annuitant would not 
lose more than 1 month’s annuity for each $100 of such excess, treating the last 
$50 or more of such excess as $100; 

3. Women railroad employees with less than 30 years of service, would be 
eligible for annuities at age 62 rather than age 65, but the annuity would be on 
a reduced basis (women with 30 years of service are now, and will continue to be, 
eligible for full retirement at age 60) ; 

4. A spouse’s annuity would be payable at age 62, rather than age 65, upon 
election of the spouse to receive such annuity on a reduced basis; 

5. The “insurance” lump sum (which is not now payable if the deceased 
employee is survived by a person entitled to an annuity in the month in which the 
employee died) would be payable even if the deceased is survived by a person 
so entitled, but the amount would in no case exceed $750 ; 

6. The maximum creditable compensation under the act would be increased 
from $350 to $400 a month, effective with respect to compensation for service after 
June 30, 1957 ; 

7. The residual lump sum would be increased to reflect the increase in the 
maximum creditable monthly compensation ; and 

8. For survivor beneficiaries who work outside the United States the work 
limitations on benefits would be same as are now provided for work in the 
United States. 

PART II. THE RAILROAD RETIREMENT TAX ACT 


In order to provide funds for the proposed increases in benefits, and to take 
‘are of any present deficiency in the railroad-retirement account, the Railroad 
Retirement Tax Act would be amended as follows: 

1. The tax base would be increased from the present maximum of $350 a 
month to $400, effective with respect to compensation for service after June 30, 
1957 ; 

2. The tax rates on employers and employees would be increased from the 
present 6144 percent of payroll on each side, up to $350 a month, to 714 percent 
of payroll on each side, up to $400 a month, effective with respect to compensa- 
tion for service after June 30, 1957; 

3. The tax rates on employee representatives would be increased from the 
present 1214 percent of payroll, up to $350 a month, to 15 percent of payroll, up to 
$400 a month, effective with respect to compensation for service after June 30, 
1957 ; and 

4. An additional increase in tax rates with respect to compensation paid for 
services beginning January 1, 1970, is provided, but such increase would be condi- 
tioned upon, and would be equal to the number of percentage points (including 
fractional points) of, the increase in the rate of social-security employment taxes 
which, as now scheduled, would not be effective before 1965. (The reason for 
this proposed conditional increase is that if social-security taxes increase as 
scheduled, the retirement account will be charged correspondingly more under 
the financial-interchange arrangement, and to the extent of such increases, sched- 
uled for 1965 and thereafter it is necessary to increase retirement taxes to the 


93396—57——2 
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same extent on compensation paid after 1969 in order to continue on an actuarily 
sound basis. ) 


PART III, THE RAILROAD UNEMPLOYMENT INSURANCE ACT 


In order to improve the lot of unemployed railroad workers, the Railroad 
Unemployment Insurance Act would be amended as follows: 

1. The daily benefit rate would be increased from 50 percent of compensation 
for the employee’s last employment in a base year, to 60 percent of such com- 
pensation ; 

2. The maximum daily benefit rate would be increased from $8.50 to $10.20. 

3. Sundays and holidays would be treated as days of unemployment for un- 
employment purposes ; 

4. The number of days for which benefits may be paid in the first registration 
period in a benefit year would be 10 (instead of 7), the same as in subsequent 
registration periods in the same benefit year ; 

5. For a career railroad employee (one with at least 5 years of railroad 
service) who is out of work through no fault of his own, the bill would extend the 
period during which he may receive benefits. These extended periods would 

vary in length, depending generally, on the length of the beneficiary’s previous 
employment, so that an unemployed man with 20 or more years of service would 
receive benefits for as much as 4%4 years longer than he might otherwise receive; 

6. The minimum earnings in a base year which would qualify an employee for 
benefits in the benefit year would be increased from $400 to $500; 

7. The maximum taxable earnings in a month would be increased from $350 
to $400; and 

8. The contribution rate would be increased to 2 percent of creditable compen- 
sation when the balance in the railroad-unemployment insurance account would 
total $450 million or more; and this rate would be increased, by steps, to 4 
percent of such compensation when the balance in the account fell below $300 
million. 


DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 
March 25, 1957. 
Hon. Lister HILt1, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D.C. 


DEAR Mr. CHAIRMAN: As you know, hearings on S. 1313 and other bills to 
amend the Railroad Retirement Act and Railroad Unemployment Insurance 
Act have been held before the Subcommittee on Railroad Retirement of your 
committee and are now in recess. 

S. 1313 is identical with H. R. 4353, H. R. 4854, and other House bills on which 
this Department reported on March 15, 1957, in response to requests of the 
House Committee on Interstate and Foreign Commerce. Inasmuch as our 
report on the House bills may be of interest in connection with your committee’s 
consideration of the Senate bill, we take the liberty of enclosing herewith two 
copies of our report on those bills. 

Sincerely yours, 
Evxiot L. RicHarpson, Acting Secretary. 


DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 
March 15, 1957. 
Hon. OREN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D.C. 


DEAR Mr. CHAIRMAN: This letter is in response to your requests for reports 
on H. R. 4101 and H. R. 4102, and four identical bills, H. R. 4353, H. R. 4354, 
H. R. 4530, and H. R. 4620, all of them bills to amend the Railroad Retirement 
Act of 1937, the Railroad Retirement Tax Act, and the Railroad Unemployment 
Insurance Act, so as to provide increases in benefits, and for other purposes. 
Additional bills, identical with the last-mentioned group, have more recently 
been introduced. 

In view of the comprehensive analysis contained in the Railroad Retirement 
Board’s report on H. R. 4353 and H. R. 4354 and the fact that these bills are 
identical with H. R. 4101 and H. R. 4102, except for the income-tax feature dis- 
cussed below, we shall not burden this report with the customary summary of the 
proposed legislation. 
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H. R. 4101 and H. R. 4102, while otherwise identical with the later bills, would 
exclude the amount of an employee’s contributions under the Railroad Retire- 
ment Tax Act from his gross income for purposes of the Federal income tax. 
As you will recall, the same proposed income-tax exemption was deleted by 
your committee on jurisdictional grounds in reporting out last year’s major 
proposal (H. R. 9065) but with the understanding that this feature would be 
considered in the form of a separate bill by the Committee on Ways and Means, 
with express recognition of the fact that this feature and the benefit and con- 
tribution increases were regarded by the railway labor organizations as “insep- 
arable parts of a unified and integral program” and that these organizations 
would not favor enactment of the measure without the tax exemption (H. Rept. 
No. 2418, 84th Cong., pp. 10-12). And when the tax exemption failed to clear 
the other committee, an amended measure (actually S. 3616, as passed by the 
Senate) providing merely for a 10-percent benefit increase without any contribu- 
tion increase was passed as interim emergency legislation (Public Law 1013). 

In view of this history, the pendency of the proposed income-tax feature 
before the Committee on Ways and Means in the present Congress, and the 
fact that one of the separate tax-exemption bills (H. R. 3665) now before that 
committee is referred to as a part of the overall proposal in summary introduced 
in the Congressional Record in connection with a companion bill (S. 1313) iden- 
tical with H. R. 4353 and H. R. 4354, we cannot ignore the tax-exemption feature 
of H. R. 4101 and H. R. 4102 in appraising this entire groups of bills. 

As stated by the President in approving last year’s interim bill (Public Law 
1013), prompt corrective action at the present session of the Congress to assure 
adequate financing of the system is imperative in view of the serious actuarial 
deficit in the Railroad Retirement Account: And any additional increase in 
benefits calls for an increase in contribution rates great enough to make up both 
the existing deficit and the further costs such benefit increases would entail. 
This the present bills strive to do, and in that respect they are preferable to 
H. R. 9065 and others bills considered by your committee last year. But to 
finance the employees’ share of the cost of the benefit increase, wholly or in 
part, out of general taxation by excluding employee retirement contributions 
from gross income for income-tax purposes, would in our view be ill advised. 
In the first place, we can see no justification for exempting from income-tax 
liability both the amount of employee contributions and the benefits that will 
later be paid on the basis of these contributions under a retirement system. As 
you know, benefits under the Railroad Retirement Act are already exempt from 
income tax. Moreover, the provision would give unjustifiable preferential treat- 
ment to employees covered under the railroad retirement system as compared 
with employees under the old-age and survivors insurance system, the civil 
service retirement system, and other public and private retirement and survivor 
benefit plans, and would set an undesirable precedent for extending like treat- 
ment to the latter. Indeed, such an extension of the present proposal is al- 
ready included, as respects social security and civil service retirement con- 
tributions, in bills recently introduced (H. R. 5551; H. R. 5768). 

Apart from the income-tax exemption feature, two aspects of the proposed 
amendments to the railroad retirement program give rise to concern. 

In the first place, while the proposed benefit level, we believe, would not be 
out of line with benefits under private industry plans coupled with those paid 
under title II of the Social Security Act, the difficulty is that the contribution 
and benefit structure under the Railroad Retirement Act is neither the out- 
growth of collective bargaining between management and labor nor employer 
sponsored, but is imposed by legislation. We would certainly regard with 
serious concern any general attempt to impose such a benefit structure, with 
the consequent cost, on private industry by legislation. The problem is that 
the Railroad Retirement Act attempts to combine a statutorily regulated social 
insurance system with a staff retirement and survivor benefit system. While 
we are aware of the history which originally led to the enactment of this act, 
this aspect of the program is necessarily troublesome every time it is proposed 
to increase the benefits, and thus the cost of the system. Moreover, in com- 
paring the proposed benefit structure with industry staff plans determined by 
collective bargaining, it becomes essential to resolve the question (not within 
our special competence) whether the railroad industry could bear the increased 
contribution rates proposed without undue strain, especially in view of the 
increases imposed at the same time under the Railroad Unemployment Insurance 
Act. 
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In addition, one aspect of the actuarial calculations on which the Board's 
total estimate is based deserves to be specially noted. The Board estimates that, 
despite the proposed changes in the benefit provisions of the Railroad Retirement 
Act, the proposed increases in the railroad retirement taxes (including the de- 
ferred additional taxes contingent on old-age and survivors insurance rates) will 
reduce the actuarial deficiency of the system on a level-premium basis from 
3.20 percent of payroll (as of December 31, 1956), to 0.37 percent of payroll. 
However, this estimate is based in part on a long-range estimate that the provi- 
sion for financial interchange between the railroad retirement system and the 
old-age and survivors insurance system will yield the railroad system a net gain 
of 1.18 percent of payroll on a level-premium basis. Our Chief Actuary, on the 
other hand, estimates that in the long run there will be no significant net gain 
to either system from the operation of the financial-interchange provision. He 
emphasizes that, more than for any other provision of the Railroad Retirement 
Act, any estimate as to the long-range effect of the financial-interchange provi- 
sion is necessarily subject to future variation since it rests largely on an assump- 
tion as to the stability of employment in the railroad industry. Should his esti- 
mate materialize, however, the actuarial deficiency of the railroad retirement 
system would be somewhat over 114 percent of payroll on a level-premium basis, 
which might eventually require a combined employer-employee contribution rate 
of 20 percent if the benefit increase now proposed should be enacted. This possi- 
bility should, we believe, be taken into account in considering the most costly 
of the proposed benefit increases. 

The proposed changes in the unemployment and sickness benefit and contribu- 
tions structure of the Railroad Unemployment Insurance Act proposed by these 
bills would, as pointed out by the Board, be costly and far reaching. The provi- 
sion (retroactive to January 1, 1957), for extended unemployment insurance 
benefits of varying duration after exhaustion of regular benefit rights, in cases 
of workers who have had 5 or more years of railroad service, would be a striking 
innovation for this country. As the Board puts it, under that provision “an un- 
employed man with 20 or more years of service could receive benefits, under 
special conditions, for as much as 4% years longer than he might otherwise.” 
Such a provision deserves the most careful scrutiny and study, not only from 
the point of view of cost for this self-contained social insurance program, but 
also from the point of view of its consistency with generally accepted social 
insurance principles and its possible precedent-setting effect for this country. 
The other provisions also—including the elimination of the waiting period for 
unemployment benefits in virtually all cases (with benefits payable for even 1 
day of unemployment on a normal workday), and including the proposed benefit 
schedule under which, as the Board points out, “it would be possible for some 
beneficiaries to be paid at benefit rates near 70 percent of the daily rate of pay” 
(and even higher percentages in the case of maternity benefits)—merit careful 
study in these respects. Finally, the estimates of the Board suggest that even 
the sharply increased employer taxes proposed by these bills may not, if all the 
proposed benefit changes are enacted, provide an adequate margin of safety for 
the railroad unemployment insurance account. 

To recapitulate : 

(1) We recommend against enactment of any legislation which as part of the 
same bill or as part of a “package,”’ would exempt employee contributions to the 
railroad retirement system from the Federal income tax. 

(2) Without the income-tax exemption feature, and if the actuarial estimates 
of the Board are accepted, the proposed changes in the railroad retirement system 
would bring the system close to actuarial balance notwithstanding the benefit 
increases, but would still raise the question (not within our special competence ) 
of the industry’s ability to bear the cost.. Moreover, on the basis of the above- 
noted estimate of our Chief Actuary (rather than that of the Board) with respect 
to the effect of the financial interchange, the legislation still would not be 
adequately financed. 

(3) While we have not, so far, reached definitive conclusions on proposed 
changes in the Railroad Unemployment Insurance Act, we believe that (a) any 
levels of benefits and contributions established should be such, and so inter- 
related, as to provide an adequate reserve for the system and to take account 
both of the needs of beneficiaries and of the capacity of the industry to bear the 
cost; (6) benefits should on the one hand be fully adequate and on the other not 
excessive in the light of generally accepted principles for this type of social 
insurance; and (c) unusual features of the proposal, particularly the provision 
for extended unemployment benefits for workers who have had 5 or more years 
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of railroad service, should be carefully explored from the standpoints of their 
effects on the system, their consistency with generally accepted concepts of 
unemployment insurance in this country, their effect on incentives to move out 
of railroading into other lines of work if railroad employment is not available 
for the individual, and their soundness in the light of experience had in other 
countries with comparable provisions. 

The Bureau of the Budget advises that it perceives no objection to the sub- 
mission of this report to your committee. 

Sincerely yours, 
M. B. Fotsom, Secretary. 


Senator Morsr. Our first witness this morning is Senator Barrett. 
We will be very delighted, Senator Barrett, to have you take the 
stand and proceed in your own way. 


STATEMENT OF HON. FRANK A. BARRETT, UNITED STATES 
SENATOR FROM THE STATE OF WYOMING 


Senator Barrerr. Thank you very much, Mr. Chairman. 

I appreciate the opportunity to testify this morning on my bill, 
S. 360, and also S. 1313, which I and a number of my colleagues eo: 
sponsored with the chairman, Senator Morse. 

I may say that I do have three other committee meetings this 
morning, and so I will be very brief. And, if I may, Mr. C hairman, 
I would appreciate very much if I could file this statement, and then 
make a few . ief remarks about it. 

Senator Morse. The ruling of the Chair is that Senator Barrett’s 
testimony will be printed at ‘this point in the record, in full, and the 

Senator can now proceed to summarize it. 

(The prepared statement of Senator Barrett follows :) 


STATEMENT OF SENATOR FRANK A. BARRETT BEFORE THE SENATE SUBCOMMITTEE 
ON RAILROAD RETIREMENT 


Mr. Chairman, I appreciate the opportunity to appear before this committee 
today to speak briefly on my bill, 8S. 360, which amends section 2 (d) of the 
Railroad Retirement Act of 1937 so as to increase the maximum amount which 
a recipient of disability benefits may receive as earnings from employment or 
self-employment. 

I believe there is a definite need for this kind of legislation. Not many years 
ago one could anticipate that he could live on a pension of say $150 per month. 
That’s not true today, especially if that pensioner has a responsibility for others 
than himself. 

The bill which I introduced and which this committee is considering today, 
will provide assistance to those men who have had the unfortunate experience 
of being disabled to such an extent that they are no longer able to continue 
with their work. 

Present railroad retirement law provides that a recipient of disability benefits 
may receive those benefits providing he does not earn more than $100 per 
month from other sources. His benefits are payable only for those months in 
which his income from outside sources does not exceed $100 per month. 

According to the latest figures available, the average monthly payment to a 
disabled person covered under the Railroad Retirement Act of 1937 is slightly 
over $100 per month. Add to this figure the $100 limitation on outside earnings 
and you can readily see that it does not provide enough for a living according 
to the manner in which the person is accustomed. 

To my way of thinking, a pension of any kind, whether it be in or out of 
government service, labor, or executive, is earned security. In other words, one 
who receives a pension does so only after years of service to a job or a company, 
or gives up a normal way of life through some unfortunate circumstance which 
forces him to retire from his normal responsibilities. 

It seems to me that my bill will have the effect of giving the disabled rail- 
road pensioner the opportunity to help himself. Certainly these men and women 
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need every encouragement to continue as nearly as possible a normal way of life. 
By affording them the opportunity to pursue other means of livelihood without 
jeopardizing their rightful pension seems to me to be a worthwhile step. 

In line with this general idea, Mr. Chairman, I should like to point out that I 
also introduced another bill, 8. 903, which amends the section 203 of the Social 
Security Act authorizing an increase in the amounts individuals are permitted 
to earn without incurring deductions from their benefits. 

At the present time, a person receiving social-security benefits can earn up to 
$1,200 per year from outside sources without suffering deductions from his bene- 
fits. My bill increases the social-security beneficiary’s capabilities for outside 
one to $2,400 per year or $200 per month. 

should like to point out that in an article in U. S. News & World Report 
A date of February 1, 1957, the Life Extension Soins ition, which was or- 
ganized 3 years ago to do research work and statistical studies in this field, 
reported that their life extension examiners after studying a tremendous 
accumulation of data reported that the amount a person on social-security 
should be permitted to earn in addition to such benefits should be increased 
from $100 to $200 per month. Surely, the same reasoning should apply to the 
Railroad Retirement Act. 

Now, Mr. Chairman, I am also a cosponsor with yourself on 8.1313. I should 
like to discuss that bill for a moment. S. 1813 would provide for increasing all 
benefits under the Railroad Retirement Act 10 percent; would liberalize the 
work clause for disability annuitants; would reduce the age requirement for 
annuities for women employees with less than 30 years of service from 65 
to 62, and would reduce the age requirement for spouses from 65 to 62, while 
providing that annuities in both instances would be on a reduced basis. 

Other important provisions of the bill, Mr. Chairman, would authorize the 
payment of “funeral expenses” up to a maximum of $750, and would increase 
the maximum monthly compensation from $350 to $400. 

To finance these benefits the bill proposes to increase the tax base from $350 
to $400 a month, and to increase the present tax rates on employers and em- 
ployees from 614 percent to 714 percent. 

There are other general changes provided for in this bill which I believe are 
excellent but I will not take the time to enumerate them. I want to say Mr. 
Chairman that I am in general agreement with all provisions of your bill with the 
exception of one instance. 

I would like to point out that S. 1313 in its consideration of section 2 (d) of 
the Railroad Retirement Act is not as liberal as I believe it should be and as 
I have provided for in my bill S. 360. I believe that disabled pensioners should 
be allowed to increase their outside earnings to $200 per month from the 
present limitation of $100 per month. 

Mr. Chairman, I don’t want to take any more of the committee’s time. I 
appreciate again the opportunity to appear here this morning in support of my 
bill, S. 360, and your bill, 8. 1318. We have a number of railroad pensioners in 
Wyoming, and I may say that I introduced my bill after discussing the situation 
with one of their number who acted as a spokesman for their group. I was 
convinced of the fairness and justice of their position. I am hopeful that you 
will give the matter your earnest consideration and report the bill favorably. 


Senator Barrerr. Now, Mr. Chairman, the purpose of my bill, 
S. 360, is to increase the amount a person receiving railroad- retirement 
benefits disability could earn and still retain the payments available 
under the act. 

It seems to me that we must be realistic about this matter. It is 
true that 20 years back $150 a month was an adequate sum for retire- 
ment for the average man. Five years ago $250 was sufficient. But 
the cost of living has increased to the point where retirement benefits 
and 100 in addition is wholly insufficient to enable these people to 
live on the standard to which they have been accustomed to. 

And so I think that it ought to be increased from $100 to $200 a 
month, or $2,400 a year, rather than $1,200 a year. 

Now, I have taken the same position as far as social-security insur- 
ance benefits is concerned. And if the people on social security are 
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entitled to that consideration, certainly the disabled railroad employees 
are entitled to the same consideration. 

I would like to refer, Mr. Chairman, to a report made by the Life 
Extension Foundation, as reported in the U. S. News & World Report 
the 1st of last month. That foundation made a detailed study of the 
situation of all the statistics available and it found that a person on 
social security should be permitted to earn, in addition to the benefits 
accruing under that act at least $200 a month. 

And so, I think, Mr. Chairman, that we ought to be realistic about 
the matter, and these payments should be increased so that retired 

railroad employees can live according to the American standard of 
living. 

Senator Morse. Senator, would you like to have included either in 
the record or the appendix the U. S. News & World Report containing 
the document to which you referred ? 

Senator Barrett. I quoted it in my statement Mr. Chairman. I don’t 
have the full study made by this foundation, but I understand the 
study is not ina form at this time that it can be submitted for inclusion 
in the record of this hearing. I do have a letter, however, from Dr. 
Harry Johnson of the Life Extension Foundation which I would like 
to submit for the record. 

Senator Morse. There will be marked for purposes of identifica- 
tion as Exhibit No. 1 in this hearing a letter addressed to Senator 
Barrett from Dr. Harry Johnson of Life Extension Foundation in 
New York City. 

Senator Morse. This exhibit will be made a part of the record. 

(The letter referred to follows:) 


Exuisit No. 1 
LirE EXTENSION FOUNDATION 


New York, N. Y. 
Senator Frank A. BARRETT, 
Senate Office Building, Washington, D. C. 

DeEAR SENATOR: It was most pleasing to me to learn of your interest and con- 
cern regarding the economic plight of many retired people who are receiving 
social-security benefits. As I expressed at the time of my interview by the 
U.S. News & World Report, the present limitation of $1,200 earnings placed upon 
social-security beneficiaries dates back at least two decades and is most unreal- 
istic today. I suggest an increase to $2,400. 

The urgent need for an adjustment of this limitation was impressed upon me 
as a result of a study of 1,500 retired people completed by our foundation last 
year. This was written up in the Harvard Business Review—April 1956. 

May I thank you for your efforts on behalf of our senior citizens who can and 
want to help themselves but find their attempts frustrated by the limitation 
set on their earnings. 

Since I feel so strongly and I am so convinced that the adjustment to $2,400 
you recommend in your bill would help improve the economic conditions of a 
significant segment of our retired people, I shall be very happy to do anything 
that I can to further its speedy adoption. 

Sincerely, 
Harry J. JOHNSON. 


Senator Barrett. Now, Mr. Chairman, I am a cosponsor with your- 
self on S. 1313, and I hope that your bill will be reported favorably. 
I think that the modest increases that are made available under your 
bill are long overdue, and I hope that bill will be reported out and 
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passed at this session of Congress. The bill provides for the funding 
of the increased costs. We want to keep the fund solvent and sound. 

Now, I realize Mr. Chairman, that section 2 (d) of S. 1313 is dif- 
ferent from my own S. 360 and not nearly as liberal. I hope that, 
in its consideration of S. 1313, this committee will give a little thought 
to amending section 2 (d) so that there would be a compromise some- 
where between the provisions of that section and my own bill. 

While I would certainly favor section 2 (d) of S. 1313, if we can’t 
do better, nevertheless I think that to be perfectly realistic about it, 
that section ought to be revised, and I hope that the committee can 
see its way clear to raise the amount a disabled railroad employee who 
draws retirement benefits may earn up to $200 a month. Of course 
under S. 1313 a person could earn more than $100 a month in any 
month, or in any 2 or 3 months, as long as the average would hold 
good. That is not adequate, and I hope you can go up to $200, but by 
all means it ought to be somewhere between $100 and $200. 

Senator Morse. I think you know that each one of us who cospon- 
sored S. 1313 cosponsored it with the understanding that we would 
support any amendment that these hearings show should be added 
to the bill, or any modification of the bill that the hearings show would 
be warranted. And I am very much impressed with your recom- 
mendation that section 2 (d) be modified upward. 

I can assure you that L shall give it very serious consideration. 

Senator Barrett. Thank you very much, Mr. Chairman. 

I appreciate the opportunity to be heard early so that I can attend 
some of these other meetings. 

Senator Morse. Any questions ? 

(No response. ) 

Senator Morse. Thank you very much, Senator. 

Senator Barrerr. Thank you. 

Senator Morse. We are privileged to have as witnesses before the 
subcommittee today, the members of the Railroad Retirement Board, 
Mr. Habermeyer, Chairman, Mr. Harper and Mr. Healy. 

And I think if you would all come forward and take chairs we will 
hear you simultaneously. 


STATEMENTS OF HOWARD W. HABERMEYER, CHAIRMAN; HORACE 
W. HARPER, MEMBER; AND THOMAS M. HEALY, MEMBER, RAIL- 
ROAD RETIREMENT BOARD, CHICAGO, ILL. 


Senator Morse. Gentlemen, we are honored to have you with us. 
Mr. Chairman, we will just let you proceed in your own way, and 
your associates will follow you in whatever order you wish to present 
your testimony. 

Mr. Hapsermeyer. Yes, sir. I am Howard W. Habermeyer, Au- 
rora, Ill. 

Senator Morse. Do you have typewritten copies of your statement ? 

Mr. Hasermeyer. No, sir. 

With respect to the bills now pending before the commitee, the Board 
has submitted reports 

Senator Morse. May I interrupt, Mr. Chairman, just a moment ? 
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I do have in my hand a report which you filed with Senator Hill 
of the full committee under date of March 8, 1957, the first sentence 
of which reads: 


This is the report of the Railroad Retirement Board on the bill, S. 1313, which 
was referred to your committee for consideration. 


This report contains, I notice, a statement by Mr. Harper and a 


statement by Mr. Healy. And the first part of the report represents 
your point of view. 


Would you like to have me make your statement a part of the 
record ¢ 
Mr. Hasermeyer. Yes, I would. 


Senator Morse. At this point in the record will be printed in full 
a report from the members of the Railroad Retirement Board ad- 


dressed to the chairman of the Senate Committee on Labor and Public 
Welfare dated March 8, 1957. 
(The report referred to follows:) 


UNITED STATES OF AMERICA RAILROAD RETIREMENT BOARD, 
Chicago, Ill., March 8, 1957. 
Hon. Lister HILt1, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D.C. 


DEAR SENATOR HILL: This is the report of the Railroad Retirement Board 
on the bill, S. 1313, which was referred to your committee for consideration. 

The bill would amend the Railroad Retirement Act, the Railroad Retirement 
Tax Act, and the Railroad Unemployment Insurance Act in the following respects : 


RAILROAD RETIREMENT ACT 


1. Annuities, pensions, and lump sums (other than the residual lump sum) 
would be increased generally by 10 percent. The increase would be slightly 
more than that for most employee retirement annuities and survivor annuities 
computed under the regular railroad-retirement formulas (as much as 1.4 per- 
cent more for some survivor benefits) because the increased percentages proposed 
by the bill in these formulas reflect “rounding out” the result after application 
of an exact 10-percent increase in the computation factors. 

2. No change is proposed to be made by the bill with respect to that provision 
of the minimum annuity formula which, in certain cases, now fixes the minimum 
annuity payable to a retired annuitant at the amount of the individual’s monthly 
compensation; therefore, no increase or an increase of less than 10 percent 
would result in annuities computed under this provision. The spouse of an 
annuitant whose annuity would not, for this reason, be increased 10 percent, 
would also receive no increase or an increase of less than 10 percent in the 
spouse’s annuity, since spouses’ annuities are computed at one-half of the 
employee's annuity. 

3. The maximum amount of compensation creditable under the Railroad Re- 
tirement Act for a month would be increased from $350 to $400 effective with 

respect to service rendered after June 30, 1957. 

4. The privilege now available to any employee with 30 years of service of 
electing to receive a reduced annuity to begin after age 60 and before age 65 
would be available to women employees with 10 years of service at age 62, 
and, at the same age, to wives of annuitants. The reduction would be by one 
one- hundred-eightieth for each calendar month the beneficiary is under age 65. 

The earnings test now applicable to disability annuitants, under which any 
disability annuitant under age 65 does not receive an annuity for any month 
in which he is paid more than $100 in earnings, would be modified by the addi- 
tion of a provision that if the annuitants’ earnings in any calendar year do 
not exceed $1,200, the annuity otherwise not payable because of his earnings in 
any month in that year, would become payable. Earnings from employment with 
an employer under the act or for the annuitant’s last employer before he re- 
tired, would not count toward this $1,200 maximum. (No annuities are payable 
for months of such earnings by virtue of another provision of section 2 (d) 
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of the Railroad Retirement Act.) Even if the annuitant’s earnings exceed $1,200 
in any year, loss of annuity would not exceed 1 month’s annuity for each $100 
or less (if more than $50) that the annuitant earned in excess of $1,200. 

6. The insurance lump sum now payable on the death of an employee only 
if no annuity is payable on application to a survivor, would be payable irrespec- 
tive of this circumstance, but would be subject to a maximum of $750. 

7. The formula for computing the residual lump sum would be amended in 
conformity with amendments proposed to the Railroad Retirement Tax Act 
(increasing the tax rate on employees to 7% percent and the maximum amount 
of compensation subject to the tax after June 30, 1957, to $400) by increasing 
the percentage factor applicable to compensation after 1956 to 7% percent and 
to 8 percent after 1957, and increasing the maximum amount of compensation 
for any month to which such factors are applicable from $350 to $400 for any 
month after June 30, 1957. 

8. The changes made by the bill would be effective with respect to all annuities 
payable for months after June 1957, to pensions due in calendar months after 
July 1957, and to lump sums payable with respect to deaths occurring after 
June 1957. 

RAILROAD RETIREMENT TAX ACT 


The bill would increase the tax rate on employees and employers from 614 
percent to 7% percent and make the tax applicable to $400 instead of $350 of 
the employee’s compensation earned in any month after June 1957. The tax 
rate would be increased with respect to compensation paid after 1969 by the 
same number of percentage points (or fractions of percentage points) by which 
the then current social security tax rate exceeds 2%, percent, the rate scheduled 
to be increased in 1965. 

The tax rate on employee representatives would be increased from 12% percent 
to 15 percent and the tax base also raised to $400. This tax rate would also 
be increased with respect to compensation paid after 1969, just as in the case 
of the employer and employee, but this increase would be by twice the number 
of percentage points (or fractions of points) that the then current social security 
tax rate exceeds 24 percent. 


RAILROAD UNEMPLOYMENT INSURANCE ACT 


1. A new schedule of daily benefit rates ranging from $0.50 to $1.70 higher 
than present rates would be provided. The alternative rate, which is now 50 
percent of the employee’s daily rate of pay in his last employment with an 
employer in the “base” year, would be increased to 60 percent of such daily 
rate of pay. The maximum daily benefit rate would be increased from $8.50 
to $10.20. These increases would be effective with respect to benefits payable 
in general benefit years after the benefit year ending on June 30, 1957, and in 
extended benefit periods, described below, as early as January 1, 1957. 

2. The maximum amount of compensation for a month, for which credit would 
be given and contributions required, would be increased from $350 to $400, 
effective with respect to compensation paid for service rendered in calendar 
months after June 1957. 

3. The minimum amount of earnings in a “base” year which would qualify 
an employee for benefits would be increased from $400 to $500, effective with 
respect to “base” years after 1956. 

4. An employee with 5 or more years of railroad service who is out of work 
through no fault of his own and has exhausted current rights to normal unemploy- 
ment benefits, would receive additional benefits during an extended benefit period. 
The duration of such extended benefit period would vary in accordance with the 
length of the employee’s previous railroad employment, so that an unemployed 
man with 20 or more years of service could receive benefits, under special condi- 
tions, for as much as 4% years longer than he might otherwise. An extended 
benefit period could begin as early as January 1, 1957. 

5. The maximum number of days of unemployment in the first registration 
period in a benefit year for which benefits may be paid would be increased from 
7 to 10, the same as it is now with respect to all subsequent registration periods. 

6. Sundays and other holidays would be treated the same as other days for 
unemployment benefit purposes. 

7. To provide funds for the additional benefits that are proposed, the bill, in 
addition to raising the maximum taxable earnings for a month from $350 to $400 
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and increasing from $400 to $500 the minimum earnings in a base year which 
would qualify a worker for benefits in the benefit year, as stated above, would 
provide for a contribution or tax rate of not less than 2 percent when the money 
in the railroad unemployment insurance account totals $450 million or more, 
which rate would be raised, by steps, to 4 percent when the money in the account 
falls below $300 million. The provision for increase in the contribution rate 
would be effective upon enactment of the bill and would apply only with respect 
to compensation paid after December 31, 1957. 


IMMEDIATE EFFECT OF AMENDMENTS TO THE RAILROAD RETIREMENT ACT AND THE 
RAILROAD RETIREMENT TAX ACT 
Employee annuities 


An estimated 332,000 employee annuities are expected to be in course of pay- 
ment on July 1, 1957. Of these, about 318,000 would be increased by the full 10 
percent, and 4,000 by less than 10 percent, while the remaining 10,000 would be 
unaffected. Those which would be increased by less than 10 percent are the 
minimum annuities now equal to $75.90, or to $4.55 multiplied by the years of 
service, in which a 10-percent increase would raise the annuity to an amount 
larger than the monthly compensation. For example, an annuitant receiving 
a minimum annuity of $75.90, based on monthly compensation of $80, would 
receive an increase of only 5.4 percent, to $80. The 10,000 annuities which 
would not be increased are already equal to the monthly compensation. The 
overall increase for the estimated 332,000 annuities in course of payment on 
July 1, 1957, would be 9.7 percent. 

For an employee retiring on July 1, 1957, the maximum annuity that could 
be paid would rise from about $185 to $208. Subsequently, the maximum would 
rise slowly up to the end of 1966 after the new $400 ceiling on taxable earnings 
goes into effect. Thereafter, the maximum will rise more rapidly, since more 
than 30 years of service will become creditable toward annuities. 

An estimated 39,000 retirement annuity awards, averaging about $135, would 
be made in fiscal year 1957-58. This includes somewhat less than 1,000 awards 
to women employees aged 62-64 who would elect to accept a reduced annuity. 
Spouse annuities 


Of the estimated 120,000 spouses on the rolls on July 1, 1957, 116,000 would 
have their annuities increased by 10 percent. The remaining 4,000 include 1,000 
who would receive increases of less than 10 percent and 3,000 who would receive 
no increase because the employee annuities on which they are based are limited 
to the amount of monthly compensation. The average spouse annuity in current- 
payment status on July 1, 1957, would be increased to about $53. The esti- 
mated 15,000 unreduced spouse annuities to be awarded in fiscal year 1957-58 
would also average $53. The new maximum spouse annuity of $59.80, coupled 
with the maximum retirement annuity available on July 1, 1957, will make 
possible a combined maximum benefit of $263 to a retired employee and his 
eligible wife. 

There are an estimated 36,000 spouses aged 62-64 who could avail themselves 
of the opportunity of receiving reduced spouse annuities. In the absence of 
specific experience, and for the purposes of this report, it has arbitrarily been 
assumed that about three-fourths of them, or 27,000, would choose to accept such 
reduced benefits. The reduced benefits would average about $48. 


Pensions 


The estimated 2,000 pensioners on the rolls on July 1, 1957, would receive 
10-percent increases, bringing their average benefit to about $92, compared with 
the average of $84 under the present law. 


Survivor annuities 


Of the estimated 224,000 beneficiaries on the rolls July 1, 1957, all will receive 
an increase of at least 10 percent with the possible exception of some 2,000 
widows now receiving the “spouse minimum.” These 2,000 widows may receive 
either no increase or an increase of less than 10 percent. The maximum basic 
amount possible on July 1, 1957, under the new formula would be $78, while the 
maximum family benefits would be $193.60 and $220, under the railroad and 
Social security guaranty formulas, respectively. 

An estimated 31,000 insurance lump-sum benefits would be paid in the fiscal 
year 1957-58, slightly more than twice as many as would be expected under the 
present law. The average lump sum would be $580. The maximum of $750 
under the proposal would have a negligible effect at the present time. 
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Disability work clause 


The immediate effect of the change in the disability work clause is com- 
paratively small. About 1,300 annuities are withheld each month under the 


present provision. The effect of this change would be to reduce this average 
by less than 100. 


Total benefit payments 


Total benefit payments under the provisions of the bill in fiscal year 1957-58 
are estimated at about $806 million, or $93 million more than would otherwise 
be payable under the present law. Of the additional $93 million, $70 million is 
attributable to the 10-percent increase in monthly benefits and the remaining 
$23 million to the new benefits for women employees and spouses aged 62-64 
and to the increase in insurance lump-sum payments. 


Tabular summary 


The two attached tables illustrate the effect of the proposed amendments. 
Table 1 shows the effect on benefits in course of payment on July 1, 1957, and 
table 2 covers benefit awards in fiscal year 1957-58. 


AMENDMENTS TO THE RAILROAD RETIREMENT TAX ACT 


The bill proposes to amend the Railroad Retirement Tax Act, effective July 
1, 1957, by raising the monthly limit on taxable earnings from $350 to $400 and 
increasing the combined employee-employer tax rate from 12.5 to 15 percent. 

Assuming no substantial changes in the railroad employment picture, but 
taking into account the 1956 pay increases granted railroad employees which 
are to be spread over a 3-year period, the effect of the proposed legislation on 
railroad retirement taxes in fiscal year 1957-58 would be as follows: 





Item | Present law | Proposed 
| | law 
1. Taxable payroll (billions) ' —— | $5.2 | $5.7 
2. Taxes at 12.5 percent (millions) 650 712 
3. Taxes at 15 percent (millions) - s ; 855 
4, Total ai‘itional taxes under dual proposal (millions ol . | 205 
(a) Due solely to higher tax base (millions) ; ; a 62 
(5) Due to higher tax rate on new base (millions) . ve | 143 


TABLE 1.—Estimated number of monthly benefits in current-payment status on 
July 1, 1957, and estimated average monthly amount before and after increases 
under 8. 1313, by type of benefit 


Benefits in current-payment status 


Number Average monthly 
amount 


T ype of benefit 
Benefit computed 


under 
ie 22s Present Proposed 
Total law bill 
Railroad Social 
formula security 
| formula 
ee meats DST aes SA) . 
Total_-_ 3. 678, 000 508, 400 169, 600 | 
Retirement: | 
Employee annuities _ - i 1 332, 000 | 316, 500 15, 500 $113.00 | $124. 00 
Pensions - - sai 2, 000 2, 000 84.00 | 92. 40 
Spouse annuities _ _ : 2 120, 000 115, 000 5, 000 48. 20 | 53. 00 
Monthly survivor: 
Aged widows’ annuities- _ 165, 000 | 67, 000 98, 000 53. 00 58. 30 
Widowed mothers’ annuities- --- 11, 200 600 10, 600 66. 30 72. 90 
Children’s annuities 43, 000 3, 500 39, 500 | 43. 00 47. 30 
Parents’ annuities Be 1, 100 | 100 1, 000 52.50 | 57. 80 
Survivor (option) annuities -- 3, 700 | 3, 700 50. 50 55. 60 


' 





1 Includes an estimated 10,000 minimum annuities not increased and 4,000 increased by less than 10 per- 
cent because of the provision limiting minimum annuities to the amount of monthly compensation. 

2 Includes 3,000 spouse annuities not increased and 1,000 increased by less than 10 percent because the 
employee annuities on which they were based were affected by the minimum annuity provision limiting 
them to the amount of monthly compensation. 
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TasLe 2.—Estimated number of awards in fiscal year 1957-58, and average 
benefit under present law and under 8S. 1313, by type of benefit 


Awards under— 




















Type of benefit Present law Proposed bill 
Number Average Number Average 
amount amount 
| 
Retirement: 
PROG SISTINE os ok 2 cnn ne neuathcaceecendhs 37, 000 | $124. 00 38, 000 $136. 00 
Reduced age annuties to women-_--_-_-_--__-.-----]|.----- fehl 3. 1 750 90. 00 
Reduced spouse annuities ie ri bene rgudiaiea’ bi eek 1 27, 000 48. 00 
Unreduced spouse annuities___....-...-- cnn oie 21, 000 | 48. 00 15, 000 53. 00 
Monthly survivor: 
Aged widows’ annuities. _.__- ee ; 22, 000 | 60. 00 22, 000 66. 00 
Widowed mothers’ annuities____..____-- ; ; 2, 400 | 75. 00 2, 400 $2. 50 
Children’s annuities aeons. ie 5, 000 51. 50 5, 000 56. 70 
Parents’ annuities ede : s 150 64. 00 150 70. 40 
Survivor (option) annuities. ---- sea— tebe ak 50 | 54. 00 50 59. 40 
Lump-sum payments: | 
Insurance benefits__-.--.---.-- sani benim ee 14, 500 480. 00 31, 000 580. 00 
Residual payments___-_- i ‘ ‘ 5,500 | = 1, 360. 00 5, 200 1, 380. 00 
{ | 





! There will be an estimated 36,000 spouses of retired employees, and 1,000 women employees with less 
than 30 years of service, aged 62-64, eligible to elect reduced annuities. In the absence of available data, 
it is assumed that 34 of them would make such elections. 


ACTUARIAL EFFECTS OF PROPOSED AMENDMENTS TO THE RAILROAD RETIREMENT AND 
RAILROAD RETIREMENT TAX ACTS 


It is estimated that the proposed amendments pertaining to the retirement and 
survivor programs would increase the cost of benefits by about $162 million a 
year on a level basis. It is further estimated that the additional immediate and 
deferred taxes would bring in an extra $312 million a year. Of this amount, 
$56 million a year would be due to taxing compensation between $350 and $400 
a month at the rate of 12% percent; $144 million a year would be due to the addi- 
tional 2.5 percentage points of tax on the total estimated payroll of $5.75 billion 
a year; and the remaining $112 million a year would be the equivalent of the 
deferred additional tax after 1969 contingent upon the then existing social secur- 
ity tax rates. 

Considering both additional outgo and additional income, the estimates indi- 
cate that the added revenues would exceed the added disbursements by about 
$150 million a year, which is equivalent to 2.61 percent of a $5.75 billion payroll. 
Since the actuarial deficiency for the present law, calculated as of December 
31, 1956, is estimated at 2.98 percent of that payroll, the enactment of the amend- 
ments would leave the railroad retirement system with an actuarial deficiency 
of 0.37 percent of payroll (2.98 minus 2.61) or $21 million a year. The deriva- 
tion of the above actuarial deficiency figure is shown in attached table A-1 to- 
gether with a breakdown of the major cost figures for the proposed program 
by source of cost or savings as the case may be. 

An analysis of the cost effects of the proposed amendments considered by them- 
selves is presented in attached table A-2. As previously indicated, the total 
level additional disbursements are estimated at $162 million a year, or 2.81 
percent of payroll. 

The distribution of the added costs over the years would depend upon the 
nature of the amendment. Thus, the disbursements due to the increase in the 
limit on creditable compensation ($52 million a year after considering the pro- 
posed 10-percent increase in benefits) would be felt to only a very minor extent 
during the first several years following enactment of this provision. However, 
the additional income on the extra creditable compensation would begin to accrue 
in full almost immediately. On the other hand, the lowering of the retirement 
age for women on an elective basis would result in considerable additional dis- 
bursements in the immediate future, but these would later be largely offset by 
reductions in benefits payable after age 65. 











22 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


From an actuarial point of view, only the additional net costs of the change in 
the retirement age for women had to be considered. It is estimated that the 
net additional cost would come to some 0.025 percent of payroll or, in round 
figures, $1.5 million a year. This figure is but a small fraction of the possible 
additional disbursements in the first year due to this amendment. 

For the proposed liberalization in the work clause for disability annuities, this 
estimate allows an additional cost of 0.025 percent of payroll, or about $1.5 
million a year. The smallness of the allowance is in conformity with the total 
work clause savings which was in the sixth valuation estimated at about 0.05 
percent of payroll. The present estimate assumes that the liberalization in the 
disability work clause would take up about one-half of the savings which would 
exist under the provisions of the present law. 

It should perhaps also be stated that the cost figures here discussed are based 
on the sixth actuarial valuation as adjusted for the effect of the 1956 amend- 
ments to both the Railroad Retirement and Social Security Acts and subse- 
quently revised to produce costs as of December 31, 1956. As indicated in 
table A-1, the gross costs of the amended benefit program, including adminis- 
trative expenses, would come to 20.38 percent of payroll, and the reductions on 
account of funds on hand and the financial interchange with social security 
would come to 3.06 percent, thus leaving a net cost of 17.32 percent. The future 
tax income is estimated to be equivalent to a level rate of 16.95 percent, thus 
leaving an actuarial deficiency of 0.37 percent of payroll, or about $21 million 
a year. Should the proposed amendments become law, all the above cost fig- 
ures will be reexamined in the course of the seventh actuarial valuation, the 
results of which should be available sometime in 1958. 


TasLe A-1.—Actuarial cost estimate of the railroad retirement system, if 
amended as proposed in 8. 1318 as of Dec. 31, 1956 


[Level annual payroll assumed at $5.75 billion. Limit on creditable and taxable com- 
pensation $400 a month per individual] 


Percent 

Cost item of payroll 
Dennen ene nn en a nemnnanaeciibe 120. 38 
ee nceneaepeeonmmnewen 13. 96 
a bss ipceieoninanimesemmveign eames 1.31 
cL nsaunesinm ne asianmeneruienence 3. 62 

i a” ph ES ey . 50 

os ceca cermabgsecgmnnmngoaserecus ass mvenaminensumbepes ot 
I eer . 43 

acca tes eeeneggnneneassabeeegempins 14 
Ne ne ee cs auserciipin bengreneestomoaaetipuntacupacermmes 3. 06 
Nene nnn nnn ened ecikae mi eee amen 1.88 
a cesigiem mn eneigepmaaaanianaimmannent 1.18 
oe eens tebiaisunmmanaanraeianemee 17. 32 
ae nse cieasinpbeseiemamenaennisiinncanpnener 16. 95 
Independent of old-age and survivors insurance rate______--_-__ 15. 00 
Dependent on old-age and survivors insurance rate_____________ 1. 95 
I i a telat he ade 30 


1 Includes an allowance of 0.05 for the change in the disability work clause (0.025) and 
for elective benefits to women employees and spouses at age 62 (0.025). 
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TABLE A-2.—Analysis of level cost figures for 8. 1313 


[Figures are based on revised estimates for the present acts as of Dec. 31, 1956, and relate 
to an assumed taxable payroll of $5.75 billion] 


Percent of payroll 


REIT CO oe ee a se a ee a ee 2. 81 
Benefits due to increase in limit on taxable compensation___.________- . 81 
Pacreasiny Benente oy 10 perce... 5455 Le 1. 76 
Allowing lump sums in cases where there are survivors eligible for 

RCI “SI Oe ss a 15 
Liberalization of disability work clause.................-_--.. 2.02 
Jarlier elective benefits to women with reduction.________________- ‘00 
Change in residual-payment formula adjusted for savings because of 

en eels eee a stem cna nui . 04 

I Ig a ads ear caraet teeta ge a ess icc 5. 42 
Taxes on compensation between $350 and $400 a month at the rate of 

a er ete ne ee ater nsie ate elem nee 97 
spcreamne tax rete trom 125 to-15 percent... .. 2... 2. 50 


Deferred additional tax contingent upon old-age and survivors rates. 1.95 


Effect of amendments on actuarial status: 


Actuamial Gencioney for present act... <n cee 2.98 
Excess of additional revenues over additional costs due to proposed 

eld cn en se a aban ca ascliaides encores in esed DIE 2. 61 
Remaining actuarial deficiency (2.98 minus 2.61) --__-______________ 37 


1 Actually, 0.025 percent of payroll was allowed for each of these items. 


EFFECT ON 1955-56 BENEFICIARIES OF AMENDMENTS TO THE RAILROAD UNEMPLOY- 
MENT INSURANCE ACT 


The immediate effect of the proposals to amend the Railroad Unemployment 
Insurance Act may be most conveniently illustrated by reference to actual ex- 
perience of the Board in the benefit year 1955-56, although, as explained below, 
these effects will very likely be smaller than would be expected in the current 
or future years. Each of the proposals is discussed in turn. 

Except for several thousand beneficiaries with earnings under $500 who would 
no longer be qualified, if the bill had been in effect prior to the 1955—56 benefit 
year, the benefits of all beneficiaries would have been increased substantially. 
Also, many employees who would not have been paid benefits at all under the 
present law would have been eligible, mainly for relatively small amounts. 


Increase in qualifying earnings requirement 


In 1955-56, 5,400 (4 percent) of the unemployment beneficiaries and 1,000 (less 
than 1 percent) of the sickness beneficiaries had base-year earnings under $500 
and so would not have been qualified. However, some of the unemployment 
beneficiaries had been on the unemployment benefit rolls in the preceding benefit 
year and would therefore have qualified for the proposed extended benefit periods 
which would have made it possible for them to receive payments in 1955-56. 


Benefit rates 


The 1955-56 beneficiaries with base-year earnings of $500 or more would, it is 
estimated, have been paid at an average rate of $8.33 per compensable day for 
unemployment and $9.34 per compensable day for sickness. For each type of 
benefit the average benefit rate is about one-fifth larger than under the present 
law. The increase in benefit rates for those with rates determined under the 
proviso, with respect to the daily rate of pay, would obviously be this much 
generally, since 60 percent is one-fifth larger than 50 percent. Increases under 
the schedule in the bill, as shown in the table on the following page, would range 
from 8 to 21 percent, depending on the compensation range. However, the 
effect of increasing the limit on creditable earnings would be to shift many bene- 
ficiaries to a higher compensation group, with a consequent higher benefit rate. 
Thus for some beneficiaries, particularly in the higher compensation brackets, 
the effect would be an increase of substantially more than 20 percent; the aver- 
age increase for those paid under schedule rates would, however, be about one- 
fifth also. 
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It is possible under the present law for a beneficiary who was fully employed 
in the base year to qualify for a benefit rate approaching 60 percent of his rate of 
pay. Similarly, under the bill it would be possible for some beneficiaries to be 
paid at benefit rates near 70 percent of the daily rate of pay. For example, an 
employee paid at a rate of $14 a day, if employed 5 days a week without over- 
time for 50 weeks, would earn $3,500. This would qualify him for a benefit rate 
of $9.50 under the schedule in the bill, or 68 percent of his daily rate of pay. 
With respect to maternity benefits, even higher percentages of the daily rate of 
pay would be payable because of the nature of the maternity-benefit formula. 


Comparison of benefit rates in schedule under Railroad Unemployment Insurance 
Act with proposed schedule 


Daily benefit rate 





Range of base-year compensation Present Rail- | Percent 
road Unem- | Proposed increase 
ployment | schedule 
Insurance | 
| Act | | 
—_ — a _ - _ a — - | - asses 
| 
$400 to $499 $3. 50 | 
$500 to $699 . : 4.00 | $4.50 | 12.5 
$700 to $749 4.00 | 5.00 | 20.0 
$750 to $999 ial scuaaad | 4.50 | 5.00 | 11.1 
$1,000 to $1,299 | 5.00 5. 50 | 10.0 
$1,300 to $1,599 5. 50 | 6.00 9.1 
$1,600 to $1,899 6.00 | 6.50 | 8.3 
$1,900 to $1,999 | 6. 00 7.00 | 16.7 
$2,000 to $2,199 | 6.50 | 7.00 Fe | 
$2,200 to $2,499____ | 6. 50 | 7.50 15.4 
$2,500 to $2,799__ 7.00 | 8.00 14.3 
$2,800 to $2,999. _.....__- : 7.00 8. 50 21.4 
$3,000 to $3,099______ 7.50 8. 50 13.3 
$3,100 to $3,499__ wr alee ai | 7.50 9.00 20.0 
_ | see aeeeae : 8.00 9. 50 18.8 
a a a re chew sina nnalen -- 8. 50 10. 20 | 20.0 





Note.—Since the compensation ranges of the 2 schedules differ, it was necessary for this comparison to 
divide some rate groups into 2 parts. 


Extended benefit periods 


It is estimated that for 1955-56 extended benefit periods and early beginning 
dates of benefit years would have provided additional benefits to 15,000 railroad 
employees, averaging over $800 each, in extended periods averaging about 2 years’ 
duration. Furthermore, about 3,800 of the 15,000 would have received additional 
sickness benefits averaging nearly $500 each. Payment of additional sickness 
benefits would occur because providing extended benefit periods or beginning 
benefit years early lengthens the benefit year and so provides increased oppor- 
tunity for payment of sickness benefits for the year up to the maximum specified 
in the law. 

The extended benefit period provision of the bill would become effective for 
exhaustions after December 31, 1956. This means that, if enacted retroactive 
payment will be made to thousands of beneficiaries receiving maximum benefits 
in the current benefit year. In January 1957 there were 4,459 exhaustions of 
unemployment benefits, nearly 800 more than last year. This indicates that the 
total number of exhaustions in the January-June period is likely to exceed last 
year’s total of 18,000. There may be about 15,000 beneficiaries this year who 
will be eligible for retroactive payment for benefits in extended benefit periods. 


Eliminating waiting period for unemployment and the Sunday and holiday dis- 
qualifications 


These two provisions together in 1955-56 would have increased by several 
millions of dollars the unemployment benefits paid to 118,000 beneficiaries who 
did not exhaust benefit rights in that year. In addition, thousands of additional 
employees who did not receive benefits in 1955-56 would have received small 
payments. In these cases the payments would have been made for claims with 
5 to 7 days’ unemployment which otherwise would not be compensable. 

The removal of the Sunday and holiday disqualification provision in the law 
would increase the number of such claims, because for a man normally working 
a 5-day week any day of unemployment in the workweek could be a compensable 


SS Se eS ]S 


wes ™ 
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day. The wage contracts for nonoperating employees now provide payment for 
holidays. Nevertheless, in the course of a year there will be a large number of 
employees who will not get paid for one or more holidays for one reason or 
another. It is estimated that the number of additional beneficiaries resulting 
from these two provisions may be in the neighborhood of 50,000. 


EFFECT ON COSTS 


There is no adequate statistical basis for estimates of the exact cost of changes 
as far reaching as would be made by this bill. The cost would be greatly influ- 
enced by such unpredictable things as the frequency and extent of cyclical fluctua- 
tions in railroad traffic, international conflicts, and technological developments 
in railroad and other forms of transportation. Under unfavorable conditions, the 
provision for extended benefit periods could be extremely costly. For example, 
a sudden drop in employment to a lower level might cause a heavy drain on the 
railroad unemployment-insurance account if new jobs for the displaced employees 
could not be found in other industries. On the other hand, it is conceivable that 
if railroad employment can be stabilized and the downward trend in the total 
number employed by the railroads is halted the cost of this provision would be 
lower than estimated. 

Under the assumptions that have been made in computing the probable effect 
of the bill, it has been estimated that for the 1955-56 benefit year it would have 
added 50 percent to the amount of unemployment benefits and 26 percent to the 
amount of sickness benefits. Estimates of the effect of the different provisions 
of the bill are shown separately in the following table: 





Unemployment Sickness 
Provision eden 7 . > ee 
Amount Percent Amount Percent 
Totai adjusted benefits for year ! $55, 100, 000 100. 0 $50, 800, 000 100. 0 
ee 3 “ ao ——| = 
Savings due to $500 qualifying earnings. | 1, 800, 000 3.3 | 300, 000 | 6 
| 
| lca aR easchconmaai 
Increases for qualified beneficiaries: 
1. Benefit rate schedule (including effect of $400 a month | 
maximum creditable earnings) , 600, 000 | 8.4 7, 100, 000 14.0 
2. 60 percent benefit rate proviso 5, 700, 000 10.3 4,600, 000 | 9.1 
3. Extended benefit periods and early beginning of | | | 
henefit years ; |} 12,500,000 | 22.7 1, 800, 000 3.5 
4. Elimination of waiting periods for unemployment... 4, 300, 000 7.8 ae 
Removal of section 4 (a-2) (iv) > 2, 000, 000 3.6 _ 
Net increase-.........-_- Sates ; 27, 300, 000 49.6 | 13, 200,000 26.0 


i Actual data adjusted to what they would have been if the present maximum of $350 a month had been 
in effect for the entire base year instead of only its second half. 


Future costs 


Over the next few years, the cost of the changes proposed in the bill would 
be larger, relatively, than the cost for 1955-56. The more important reasons 
for this are as follows: 

1. The estimated increase is larger for unemployment than for sickness, and 
over a period of years the unemployment benefits form a much larger part of 
the total than in 1955-56. 

2. The cost of the extended benefit periods and of early beginning of benefit 
years would probably be larger than the estimate for 1955-56 indicates. The 
1955-56 year was one of low unemployment with nonrailroad jobs available for 
most cutoff railroadmen. An estimate for 1954-55 showed an increase of nearly 
one-third from this provision compared with the increase of less than a quarter 
estimated for 1955-56. 

3. A substantial increase in daily benefit rates would probably be accompanied 
by some increase in the frequency with which benefits are claimed. For example, 
the sickness beneficiary rates (number of beneficiaries per 100 qual fied em- 
ployees) for 1954-55 and 1955-56 are higher than those for any earlier year. 
This increase followed the 1954 amendments. 

4. Pay rates have increased since 1954, the base year for 1955—56, and further 
increases will occur in the next 2 years on the basis of completed negotiations. 
Because the effect of the benefit rate proviso is limited only by the $10.20 maxi- 


93396—57— 3 
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mum while the increase in taxable payroll will be limited by the $400 maximum 
on creditable compensation, such pay increases tend to increase benefits more 
than taxable payrolls. Also, rising wage rates will make less significant the 
savings in benefits that would result from the increase in the qualifying earnings 
requirement to $500. 

According to the latest estimates that have been made, benefits under the 
present provisions of the Railroad Unemployment Insurance Act will average 
about $151 million over a period of years, $98 million for unemployment and $53 
million for sickness, including maternity. The estimate of taxable payrolls, in- 
eluding a full allowance for recent wage agreements, is $5.3 billion. Including 
administrative expenses, the total cost of the program is estimated at 2.9 percent 
of the taxable payroll. 

For the proposals contained in the bill it appears reasonable, and in accord- 
ance with a desire for sound financing, to assume for the future an increase of 
about two-thirds in the cost of unemployment benefits and an increase of one- 
third in the cost of sickness benefits. This results in an average annual benefit 
cost for the future, if the bill should be enacted, of $234 million, of which $163 
million would be for unemployment and $71 million for sickness. At the same 
time, the $400 limit on creditable earnings would, it is estimated, increase the 
taxable payroll to $5°%4 billion. Including an allowance of 0.20 percent of pay- 
roll for administration and deducting 0.05 percent for interest on the balance in 
the account, the total cost of the program would then be about 4%, percent of 
payroll. Costs for the present law and with the bill are summarized in the 
following table: 


Item Present law | With proposed 
| | changes 

ec ——|----— aioe 
Average benefits, total | $151, 000, 000 $234, 000, 000 
For unemployment-.--- anni cae velisened Sle cie | 98. 000 000 163, 000, 000 
4 ee ticalliten ; : : ia 53, 000, 000 71, 000, 000 
Taxable payroll -----.--- Lads abeeiehined sticicapesies —— adios 5, 300, 000,000 | 5, 750, 000, 000 
Benefits as percent of payroll _- wieiimaeti siiaés ‘ i ‘ 2.85 | 4.07 


Administration costs as percent of payroll - 215 


-20 
Allowance for interest on balance in accqunt (minus 


-~--+-+--- | 10 | O05 


Net total cost as percent of payroll__........---- | 4.22 


These cost figures are, of course, only an approximation based on what appear 
to be reasonable interpretations of available data, and on forecasts of the future 
of the railroad industry. With somewhat different assumptions, which may 
be just as reasonable, a variation of as much as one-fourth of 1 percent of payroll 
in either direction might be obtained. The figures can thus be interpreted as 
indicating that the cost of the benefit program under the Railroad Unemploy- 
ment Insurance Act, if the bill is enacted, will be somewhere between 4 and 414 
percent of payroll. 


Financing 
The bill provides the following schedule of contribution rates: 


The contribution rate 


If the balance on Sept. 30 in the railroad for the next calendar 
unemployment insurance account is— year shall be (percent)— 
I i ala sen enichsliaieblehieiemsb cheeamatnine 2 
$400 million, but less than $450 million___________--___-_---_________ 21% 
Sooo mien. bat less tan $400 million._............................ 3 
$300 mililon, but less than $350 million_____________ ia a NA a ne ht 3% 
I ls en tas ip su in ees ac enatenic 4 


The balance in the account on January 31, 1957, was $303 million, and under 
the present law the balance on September 30, 1957, may be under $300 million. 
If the bill is enacted, benefit increases including retroactive payment of benefits 
for extended benefit periods starting after December 31, 1956, will become payable 
before there is any increase in income from the increase in taxable payroll. If 
that occurs, the September 30 balance would be under $300 million and the 
maximum rate of 4 percent would become effective in January 1958. 
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It also appears, in view of the cost estimates, that the maximum rate of 4 
percent provided by the bill may prove inadequate to finance the benefits. Fur- 
thermore, for a program with a benefit load averaging $234 million annually, 
it seems that the balance at which the maximum contribution rate becomes 
effective may be too low in the long run. In a year like 1954-55, for example, it 
is estimated that benefits would total close to $300 million, and in a year like 
1949-50 the total would be even larger. Taxable payrolls for such years would 
be substantially below the average of $5% billion so that 2 bad years in a row 
might reduce the account to a dangerously low point even if, on the average, 
a maximum contribution rate of 4 percent should prove adequate. 


STATEMENT OF MR. HABERMEYER 


The bill would liberalize the benefit provisions of both the Railroad Retire- 
ment and the Railroad Unemployment Insurance Acts, and would finance such 
liberalization by increasing the tax base and the tax rates under the Railroad 
Retirement Tax Act and by increasing the contribution base and the contribution 
rates under the Railroad Unemployment Insurance Act. 

The effect of the bill, in its amendment of the Railroad Retirement Tax Act 
to increase the tax base and the rates assessed against employers and their 
employees, would place the present system on a sound financial basis as requested 
by the President of the United States in his statement on August 7, 1956, when 
he signed §S. 3616 (Public Law 1013), and, in addition, provide the necessary 
financing to meet the cost of the proposed liberalization of the retirement system. 
The Board’s actuary states that the railroad retirement system today is under- 
financed on a long-run basis by about 3.20 percent of taxable payroll, or by about 
$170 million a year; but if the bill were enacted, the long-run deficit in the 
railroad retirement system would be reduced to 0.387 percent of taxable payroll, 
or about $21 million a year. Since this small deficit is a projected rather than an 
actual deficit and is based on conditions which may or may not eventuate, I am 
not seriously disturbed and feel that the bill will accomplish a practical restora- 
tion of the soundness of the railroad retirement system. 

With reference to financing the proposed liberalization of the Railroad Un- 
employment Insurance Act, the bill assumes that an increase in the rate of 
contributions (paid exclusively by employers) to a maximum of 4 percent of tax- 
able payroll (up to a maximum of $400 a month per employee), if the balance in 
the railroad unemployment insurance account should be found to be below 
$300 million, would be sufficient to meet the benefit payments. However, the 
Board’s Director of Research, in his cost analysis, indicates that the level cost 
would be 4.22 percent of taxable payroll stating also as follows: 

“These cost figures are, of course, only an approximation based on what 
appear to be reasonable interpretations of available data, and on forecasts of 
the future of the railroad industry. With somewhat different assumptions, 
which may be just as reasonable, a variation of as much as one-fourth of 1 percent 
of payroll in either direction might be obtained. The figures can thus be in- 
terpreted as indicating that the cost of the benefit program under the Railroad 
Unemployment Insurance Act, if the bill is enacted, will be somewhere between 
4 and 41% percent of payroll.” 

Here, again, as in the case of the railroad retirement system, since the rate 
necessary to sustain the railroad unemployment insurance system on a sound 
financial basis appears to be somewhere between 4 and 41% percent of taxable 
payroll, I cannot say at this time that any deficit that might occur would be 
substantial enough to endanger the soundness of the system. 

The extent to which benefits should be liberalized depends, of course, on two 
factors: (1) the reasonable requirements of the beneficiaries in the light of 
present conditions, and (2) the ability of the railroad industry to absorb the 
additional costs entailed thereby. These are matters which undoubtedly will 
be developed at some length before your committee, with representatives of labor 
and of management presenting data which will be of great assistance in your 
consideration of the bill. 

T hope that whatever action may be taken with respect to liberalizing benefits, 
the final result will place the program on an actuarially sound basis. 


STATEMENT OF MR. HARPER 


The provisions of the bill before the committee were the subject of numerous 
conferences among representatives of the standard railway labor organizations 
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and are the product of their very careful consideration on all issues involved. 
The bill would provide a modest increase in annuities and pensions under the 
Railroad Retirement Act, would include other needed liberalizations, and would 
increase the tax base and tax rates by amounts sufficient not only to cover the 
added cost of this legislation but also to eliminate the estimated present deficit 
in the railroad retirement system. According to the Board’s chief actuary, the 
cost of the benefits under the railroad retirement system is now 15.70 percent 
of taxable payroll. Since the total tax revenues on employers and employees is 
now only 12% percent of payroll (6144 percent on each side) there is now an 
estimated deficit, in the long run, of 3.20 percent of taxable payroll, or about 
$170 million a year. Under the bill, however, even after the enactment of the 
proposed liberalizations of the railroad retirement system, the deficit would be 
eliminated for all practical purposes since the estimate is that any deficiency 
would be no more than some 0.37 percent of taxable payroll. 

Under the level-cost basis of evaluation the railroad retirement system can 
reasonably be regarded as financially sound so long as the estimated deficit 
is not in excess of 1 percent. Accordingly, the possibility of this small deficit 
should not, in my opinion, be an obstacle to the enactment of the very essential 
liberalizations of the railroad retirement system. 

A like conclusion is completely justified with regard to the obviously desirable 
improvements proposed for the railroad unemployment insurance system, and 
the provisions for obtaining the needed funds. At the present time the benefits 
under the act are financed on a sliding-scale basis with the contribution rate 
(payable only by employers) beginning with one-half percent of taxable payroll 
(up to $350 a month per employee) if the balance in the railroad unemployment 
insurance account is found to be $450 million or more, and increasing by steps 
to 3 percent if the balance in the account is less than $250 million. The bill 
would change the sliding-scale table by providing a rate of 2 percent of taxable 
payroll (up to $400 a month per employee) if the balance in the account is 
found to be $450 million, or more, and increasing such rate, by steps, to 4 per- 
cent if the balance in the account is less than $300 million. While the Board’s 
cost estimates indicate that a maximum rate of 4.22 percent, instead of 4 per- 
cent, would be required in order to eliminate all possibility of a deficit in the 
unemployment insurance account, the difference, being only 0.22 of 1 percent, 
should not, in my opinion, prevent the enactment of the proposed liberalizations 
because I am convinced that their effect would be, even apart from other eco- 
nomie considerations, to stabilize employment and, therefore, actually to reduce 
the cost of the unemployment insurance system. 

I, therefore, urge the enactment of the legislation. 


STATEMENT OF MR. HEALY 


I am firmly opposed to the enactment of the bill covered by this report. The 
continual pressure for more and more benefits under the railroad retirement and 
railroad unemployment insurance systems, with its resulting burden on the 
railroad industry to some extent indicated in the preceding analysis, is wholly 
unjustified and can lead only to disaster. 

The analysis shows, for retirement purposes, an immediate increase in retire- 
ment taxes of $200 million annually one-half of which would be paid by the 
railroads. The analysis does not show, however, that the ultimately scheduled 
tax increases, one in 1970 and another in 1975, would add a total extra burden 
in that later year of $172 million, again one-half to be borne by the railroads. 
In other words, the railroads’ additional retirement taxes under this bill would 
amount to $186 million a year. 

Furthermore, the proposed railroad unemployment tax amendments would 
increase railroad payments by some $100 million next year, over and above the 
present annual levy. Of course, the analysis makes it plain that even this large 
additional unemployment tax paid by the railroads, who are the only contribu- 
tors to the unemployment-insurance system, will be inadequate to finance the 
benefits provided under this legislation. 

To recapitulate, the immediate additional tax burden for the railroads would 
amount to about $200 million a year and in 1975 the added amount would be 
nearly $257 million annually. 

The benefits now provided by these two social-insurance systems are generally 
far above those allowed under similar systems operated by the Federal and 
State governments for other industries. For instance, no old-age benefit paid 
under the social security system will ever be, under the law now in effect, more 
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than the recently provided maximum of $108.50 a month, whereas the similar 
benefit under the railroad retirement system may now come to over $184 a 
month, and ultimately, as more years of service and compensation may be cred- 
ited, can go much higher. And such benefits under the Social Security Act are 
paid for at a total cost to employers and employees, at present, of 444 percent of 
payroll (that is, on a tax base of earnings up to $4,200 a year), whereas the 
current tax load on the railroad industry, and its workers, is nearly three times 
as much (12% percent on employee earnings up to $350 a month). 

The social-security tax is, of course, scheduled by law to be increased at 
some future time, and the railroad retirement tax is not, but, as the bill shows, 
it is proposed to provide an immediate increase in the railroad retirement rate 
to 15 percent (and on a $400 a month tax base rather than $350) and, after 
1969, to provide an added tax liability equal to the rise in taxes above 5% per- 
cent under the Social Security Act. The ultimate tax rate for railroad retire- 
ment will be 18 percent. 

There are limits to liberalization, and I think that that point has been reached 
long since in the railroad social-insurance systems. To go further would inflict 
serious and completely unnecessary injury to a special, and very important, 
segment of the Nation’s economy. 

Also, as compared with other industries, the railroads have a special problem 
which must be taken into account in considering the proposals to widen further 
the gap between the benefits paid under the railroad system and those paid under 
other Federal and State social-security systems. 

The railroad retirement system had obtained, through taxing the railroads 
and their employees for its own special purposes, 29.1 percent more revenues 
last year than 10 years ago. In this period it had increased its administrative 
expenses by 34 percent; it had raised the average annuity by 60 percent; and it 
had increased the number of beneficiaries by 129 percent, and total benefit pay- 
ments by as much as 216 percent. 

In fact, the amount of money the railroads had left in 1956 to pay dividends to 
stockholders (many of them employees) and for capital expenditures (to keep 
pace with the advances in technology) totaled only some $870 million, a sum but 
little more than the Railroad Retirement Board will pay out this year in total 
benefit payments and administrative costs under both acts. 

Further illustrating the railroads’ problems are the indisputable facts that 
(1) the 1956 revenue-freight loadings decreased 6,660,219 cars from the total in 
1947, or a loss of over 100,000 trainloads; and (2) in 1956 the number of pas- 
sengers transported had dropped to no more than 431,988,922 as against 703.- 
279,582 in 1947. While this downward trend of the railroad transportation sys- 
tem may not continue—and I do not concede in any way that the future of the 
railroad industry is dismal—I am altogether against assuming heavy additional 
obligations and burdens. 

My objections to the proposed unjustified liberalizations apply both to the 
railroad retirement system and to the railroad unemployment insurance system. 
From the year 1947 to the year 1956, the average daily unemployment benefit rate 
increased by some 102 percent. 

Aside from these things: 

(a) Our research staff, sincere and thoroughly capable people, have shown the 
net cost of the railroad unemployment insurance system, with the proposals under 
this bill included, excluding administrative costs and in interest earnings, to be 
4.07 percent of creditable payroll. The average under the various State laws, 
in 1955, was 1.18 percent. 

(b) There already is a concerted effort throughout the land on the part of 
railroad management and the Railroad Retirement Board to relieve the unem- 
ployment situation through preferential recall of furloughees: placement of 
claimants in nonrailroad as well as railroad work ; through occupational changes: 
screening of new entrants and in various other ways; and 

(c) The serious problems, peculiar to the industry and of equal concern to its 
employees, which have arisen in the last decade, suggest that a complete re- 
appraisal of the act would be timely and more appropriate. 

The cost of the unemployment-insurance proposals provided in this legislation, 
which go far beyond what other industries must meet, when added to the burdens 
otherwise imposed by employee action, such as wage rises and payment of fringe 
benefits, would increase the railroads’ operating expenses by as much as $1% 
billion since January 1, 1955. And all this at a time when railroad management 
is exerting every effort and straining to combat unregulated and uncontrolled 
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competition, to recapture traffic losses, to maintain and improve the railroads’ 
ability to serve the Nation in any need, to encourage investment in the industry 
(despite an average return over the past 10 years of only 3.74 percent), and to 
safeguard, to the maximum possible extent, the welfare and security of the 
employees. 

I sincerely recommend that no favorable action be accorded these bills. 


The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to the committee. 
By direction of the Board: 


Mary B. LINKINS, 
Secretary of the Board. 


Mr. Hasermeyer. Mr. Chairman, we also submitted reports on 
S. 360 and S. 945. On S. 360, the date of the report was March 7, 1957. 

Senator Morsr. At this point in the record there will be printed in 
full a report on S. 360 from the Chairman of the Railroad Retirement 
Board addressed to the chairman of the Senate Committee on Labor 
and Public Welfare dated March 7, 1957. 

(The report on S. 360 follows :) 


UNITED STATES OF AMERICA, 
RAILROAD RETIREMENT BOARD, 
Chicago, Ill., March 7, 1957. 
Hon. Lister HIr1, 
Chairman, Committee on Labor and Public Welfare, 
Washington, D. C. 

Dear SENATOR Hiri: This is a report on the bill S. 360, which was introduced 
in the Senate by Mr. Barrett on January 7, 1957, and referred to your committee 
for consideration. 

The bill would amend the Railroad Retirement Act of 1937 by increasing from 
$100 to $200 the maximum amount of earnings that a person receiving a disability 
annuity under the act, either on the basis of his being permanently disabled for 
any regular employment or permanently disabled for work in his regular railroad 
occupation, could receive in any month without loss of his annuity for that month. 

While the cost of the bill would be no more than about $2 million a year (0.04 
percent of payroll), and no additional revenue is provided to meet this additional 
cost, there is also the pertinent question whether earnings up to $200 a month 
in addition to the monthly annuity would continue to serve the purpose of a prac- 
tical test of disability if the maximum were raised as proposed in this bill. For 
both reasons, therefore, the Board is opposed to the enactment of this bill. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to the committee. 

Sincerely yours, 


Howarp W. HABERMEYER, Chairman. 


Senator Morse. Also, a report on S. 945 from the Chairman of the 
Railroad Retirement Board addressed to the chairman of the Senate 
Committee on Labor and Public Welfare dated March 8, 1957. 

(The report on S. 945 follows :) 


UNITED STATES OF AMERICA, 
RAILROAD RETIREMENT BOARD, 


Chicago, Ill., March 8, 1957. 
Hon. Lister HILL, 


Chairman, Commitiee on Labor and Public Welfare, 
United States Senate, Washington, D. C. 

Dear Senator Hitt: This is a report on the bill S. 945, which was intro- 
duced in the Senate by Mr. Langer (for himself and Mr. Martin of Iowa) on Jan- 
vary 29, 1957, and which was referred to your committee for consideration. 

The bill would amend the Railroad Retirement Act of 1937, as amended, in the 
following manner: 

1. Full annuities would be payable after 35 years of service regardless of age 
or at age 60 after the completion of 30 years of service. 

2. In determining the average monthly compensation for service before 1937, 
the present computation based on the 1924-31 period would be replaced by a com- 
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putation based on 5 calendar years (consecutive or otherwise) of highest earn- 
ings before 1937. We assume that this is the change intended by section 3 of 
the bill, the wording of which is not clear. 

3. The limit on creditable monthly compensation would be raised retroactively 
to $350. Under present law, the limit is $300 a month per employee on all service 
before July 1954, with a limit of $350 a month thereafter. 

4. The provision in the present law that service after age 65 shall not be used 
in the computation of the monthly average compensation if it results in a lower 
annuity would be eliminated. 

The Board would be required to recertify all annuities and pensions which 
could be affected by any changes specified in the bill. The effective dates of the 
changes proposed are not expressly stated. 

Aside from any other consideration the amendments proposed in the bill 
would create administrative difficulties which would be almost insurmountable. 
First, it would be necessary to secure detailed earnings records for service be- 
fore 1937, in order to find the 5 years of highest earnings as adjusted for the in- 
creased monthly limit on creditable compensation. Second, new compensation 
reports would be required for the period January 1937-June 1954 in order to 
credit up to $50 a month of additional earnings which, in the overwhelming 
majority of cases were not previously reported. Third, the Board would be 
required to recertify practically all employee annuities and pensions in force on 
the date of the enactment of the bill. Recertification would also be required for 
large numbers of spouses, joint-and-survivor, and survivor insurance annunities. 
All this would impose enormous burdens not only upon the Board but also 
upon employers who would be required to search their payroll records for many 
years back and to submit new reports based on the additional information de- 
veloped. Of course, in a large number of cases, old payroll records may no longer 
be available. 

The Board is opposed otherwise to the enactment of the bill for the following 
reasons: 

1. The bill, if enacted, would increase the cost of the railroad retirement 
system by about 2.25 percent of payroll, or $120 million a year. 

The bill makes no provision for financing the additional cost which its en- 
actment would entail. 

3. The railroad retirement system cannot absorb the added cost because a 
recent actuarial estimate shows that the net level cost of benefits under the 
act is about 15.70 percent of taxable payroll. Since the actual tax rate is only 
12.50 percent, the present benefit structure already involves an actuarial de- 
ficiency of 3.20 percent of payroll which is equivalent to about $170 million a 
year on a level basis. 

4. The effect of the enactment of the bill would be to increase the deficiency 
to about 5.45 percent of payroll of $290 million a year. 

The Board, accordingly, recommends that no favorable consideration be given 
to this bill. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to the committee. 

Sincerely yours, 
Howarp W. HABERMEYER, Chairman. 

Senator Morse. You may proceed. 

Mr. Hasermeyer. Thank you. 

The few words I have to say this morning deal with the bill S. 1313. 
As you know, we are operating now at a deficit of about 3.20 percent 
of level pi yroll. And I urge strongly that whatever action is taken in 

respect to any bill before you that the final result will put the system 
back on a financially sound basis, and the system should be kept and 
maintained on a financially sound basis. 

One of the main things that we as trustees of the fund should al- 
ways protect is the right of the younger workers in the industry, so 
that when they are qualified for benefits there will be money in the 
_ to pay those benefits. 

I do notice that S. 1313 provides for the financing of the liberaliza- 
tion, and will put the system on a financially sound basis. 
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Now, of course there are two factors to be considered: (1) the needs 
of the beneficiaries themselves and (2) the financial ability of the 
parties to pay for these liberalizations. I am sure that during the 
course of the hearing testimony will be developed from both sides 
which will enable the committee to reach a sound judgment on these 
points. 

Again I say that the thing that I most urgently request is that 
necessary financing is provided to put our system on a sound basis. 

Thank you. 

Senator Morse. Mr. Chairman, in your report there is a separate 
formal statement by you, and it is our understanding that that is to 
be considered part of your formal testimony here this morning. 

Mr. Hapermeyer. Yes, sir. 

Senator Morse. Mr. Harper, in your report to the committee there 
is a statement by you. I understand that that is your formal testi- 
mony this morning. And anything you would like to add to it we 
would be glad to hear at this time. 

Mr. Harper. I have prepared an additional statement having to 
do with the necessity for doing something about the present deficit 
of 3.20. 

It quotes from the report of your committee when the legislation 
was passed last year. It quotes from the President of the United 
States when he signed the bill. And it quotes from two representa- 
tives of the standard railroad labor organizations. 

I point out in there that there is general agreement that we have 
a deficit of 3.20 which must be met. The financial soundness of our 
system exrtainly cannot obtain with a deficit of those proportions. 

I think the first consideration to be given by your committee is the 
necessity of doing something to liquidate the present deficit, which 
was brought about by the interim legislation last year. You gentle- 
men are more familiar with that than I, but you will recall that in 
your judgment last year, you decided that it was necessary to give 
some additional benefits to railroad workers. But due to a combina- 
tion of circumstances, you didn’t have time in which to give consider- 
ation to the necessary financing. 

And as you, Senator Morse, have pointed out earlier, you made 
known your intention early in this C ongress to do something to take 

are of the additional cost incurred b ythe benefits written into the law 
last year. 

This bill that we have before us this morning is a bill which provides, 
first, a means and a clear method of liquidating the deficit. It pro- 
vides for additional benefits, and it provides for additional revenues 
to meet the additional benefits proposed in the bill. 

It has been the policy of this Board since I have been on it and, | 
understand, many years before, to oppose any benefits in our retire- 
ment system or any legislation proposing additional benefits which 
doesn’t carry along with it provisions for the necessary additional 
revenue to take care of the proposed benefits. 

The bill, 1313, is a bill of that sort. It provides for modest benefits, 
and provides a method of paying for them. And it puts our fin: :ncial 
system, that is, the financial system of the Board, on a sound basis, and 
it represents the best judgment of the authorized representatives of the 
railroad employees in this country. 


wer 
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The Railway Labor Executives’ Association has been joined by the 
Brotherhood of Engineers in sponsoring this bill. So that it can be 
said that this bill represents the will of the railroad workers of this 
country. It is something that meets with their approval, as mani- 
fested by the testimony that you will hear from their representatives 
a little later on. 

I wholeheartedly subscribe to the bill, and I hope that you gentle- 
men can find it possible to bring in a favorable report, and finally 
bring about the enactment of the bill. 

The provisions, of course, will be dealt with by later witnesses, and 
I will not take up your time by a discussion of the benefits proposed, 
because that is done in our report to the Board, and will be done at 
great length by proponents of the bill. 

Thank you, gentlemen. 

Senator Mors. Mr. Harper, you said that you had an additional 
prepared statement, which I assume you have just orally summarized. 
But would you like to have the statement printed at this point in the 
record, in full? 

Mr. Harper. I would, if you please. 

Senator Morse. The record will include at this point the formal sup- 
plemental statement submitted by Mr. Harper. 

(The statement of Mr. Harper referred to follows:) 


STATEMENT OF Mr. Horace W. HARPER, MEMBER OF THE RAILROAD RETIREMENT 
BoarRD, BEFORE THE SUBCOMMITTEE ON RAILROAD RETIREMENT OF THE SENATE 
COMMITTEE ON LABOR AND PUBLIC WELFARE ON THE BILL 8. 1313 


My name is Horace W. Harper. I am the labor member of the Board whose 
statutory duty it is to provide representation on the Board satisfactory to the 
largest number of railroad employees. I appear here today in support of §S. 1313. 
My reasons for supporting the bill are contained in the Board’s report to your 
committee. Additionally, I make these statements. 

S. 3616, a temporary measure for the purpose of providing an interim modest 
increase in benefits was enacted by the Congress and signed by the President 
August 7, 1956. These additional benefits increased the total cost of benefits 
under the railroad retirement system to 15.70 percent of taxable payroll, while 
leaving the total tax revenues at 12.50 percent of taxable payroll. Consequently, 
there is now an estimated deficit of 3.20 percent of taxable payroll. This esti- 
mated deficit is a matter of considerable concern to the Congress and the Presi- 
dent, as well as to the railroads and railroad employees. Each and all of those 
named are in agreement that financial soundness of the railroad retirement 
system is a sine qua non, and that it is imperative that appropriate legislation 
be enacted at this session of Congress to assure adequate financing of the rail- 
road retirement system. In connection therewith the following is quoted from 
a statement made by the President August 7, 1956: 

“T have today signed S. 3616, to amend the Railroad Retirement Act of 1937 
to provide increases in benefits, and for other purposes. * * * 

“T take this action for two reasons: First, it will help thousands of retired 
railroad employees and their wives to meet their day to day living expenses. 
Secondly, the Senate Labor and Public Welfare Committee has indicated its 
unanimous determination to act promptly in the next session of the Congress on 
a measure which will finance the cost of these benefit increases. Representatives 
of railroad labor organizations also have given firm assurances that they will 
propose at the opening of the next Congress a program to assure adequate finanec- 
ing of the railroad retirement system. It is imperative that satisfactory legisla- 
tion for this purpose be proposed and enacted. * * * 

“* * * For some time it has been a matter of concern to the executive branch 
of the Government that the combined payroll tax rate of 12%4 percent is not 
sufficient fully to finance the estimated future liabilities of the railroad-retirement 
program, * * * 

“It is estimated that the benefit increases provided in S. 3616 will cost $83 
million a year at a level-premium basis, raising the deficiency to $169 million a 
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year. At present tax rates and existing payroll levels, this obviously will aggre- 
gate the dangers referred to in the evaluation report. Corrective action is 
imperative. It should be taken promptly in the next session of the Congress.” 

The Senate Committee on Labor and Public Welfare recognizes, as does the 
President, the necessity for adequate financing of the railroad-retirement system. 
In that connection the following is quoted from the report made by that com- 
mittee to accompany S. 3616: 

“The committee is unanimous in its determination to act promptly at the next 
session of the Congress on a measure which will finance these increased benefits, 
regardless of any action which may or may not be taken by other committees of 
the Congress on related provisions for tax relief. In this connection, the com- 
mittee has been assured by the Railway Labor Executives Association that prepa- 
rations are now being made to present to the Congress early next year a plan of 
financing the railroad-retirement system in such a way as to cover adequately 
the cost of the benefits provided in the committee bill.” 

In this same connection the following is quoted from a letter written Senator 
John F. Kennedy, chairman, Subcommittee on Railroad Retirement, by Mr. G. E. 
Leighty, chairman, Railway Labor Executives’ Association for the association 
and for the Brotherhood of Locomotive Engineers under date of July 20, 1956: 

“We propose at the next session of the Congress to recommend to your com- 
mittee and to the House committee a new program which will contain adequate 
financing that will take care of the proposed 10 percent interim increase as well 
as the improvements to be sought next year. 

“You may be certain that the Railway Labor Executives’ Association is vitally 
aware of the implications of this request and we make it only after the most 
deliberate and careful consideration. * * * We most certainly intend that our 
system be financed adequately and you have the assurances of every standard 
railway labor organization that we shall take every necessary action to provide 
sufficient revenues for these benefits in the next Congress.” 

Then, too, Mr. C. T. Anderson, assistant to the chairman, Railway Labor 
Executives’ Association, wrote Senator Kennedy, in part, as follows on July 20, 
1956 : 

“* * * it is our firm determination to ask the next Congress, immediately 
upon its convening, to consider another railroad-retirement program which will 
contain adequate financing for this interim increase which we are now 
recommending. 

“The Railway Labor Executives’ Association has an unbroken record of finan- 
cial responsibility in its requests to the Congress involving railroad-retirement 
matters. We believe that we have demonstrated a record of good faith in our 
insistence over the years that this system be adequately financed. We hope that 
the Congress will have confidence in our judgment when we say that we do 
not believe that this interim increase will endanger the system and will accept 
our assurances that we shall cooperate in financing these benefits in the next 
Congress.” 

The standard railway labor organizations do not take lightly their firm assur- 
ance that they would propose at the opening of this Congress a program to assure 
adequate financing of the railroad-retirement system. They have quite seriously 
gone about the preparation and presentation of appropriate legislation to achieve 
that end. The bill under discussion is the product of their very careful consid- 
eration and, in my judgment, fully achieves the end sought. 


Senator Morse. Mr. Healy, in your report to the committee 

Senator Tuurmonp. Mr. Chairman, could I ask this gentleman a 
question ? 

Senator Morse. Yes. 

Senator THurmonp. Do you recommend any changes at all in the 
bill, S. 1313, or would you take it in toto? 

Mr. Harper. I would take it in toto. 

I have the statutory duty devolving upon me to represent the em- 
ployees. As the labor member of the Board, I am required to provide 
representation suitable to the greatest number of employees. 

That being true, I try to find out what kind of representation they 
want, and then try to go along with that, and to advise with them 
in the preparation of the bills, and at points where I disagree with 
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them, I discuss those. But the judgment of these representatives of 
the employees is sound, and I subscribe to it. 

Senator THurmonp. You have studied this bill carefully, yourself? 

Mr. Harper. Yes, sir. 

Senator THurmMonp. And you think it is sound as it is now written ? 

Mr. Harper. Yes, sir. That is my judgment. 

Senator THurMonp. Someone pointed out to me that it would be 
possible for a man to draw unemployment under this bill of as much as 
$16,000. Is that true or not? 

Mr. Harper. As to the exact figures, I am not sure, but if they 
qualify they can draw unemployment insurance for a period of 4% 
years in addition to what they would otherwise be entitled. And at 
the maximum—lI don’t know, I can’t figure it quickly in my head; 
I don’t know whether it would be $16,000 or not; I would have to figure 
it out, sir. 

Senator Tuurmonp. You say you don’t know whether it does that 
or not? Then, have you studied the bill carefully ¢ 

Mr. Harper. Yes, sir. 

Senator TuHurmonp. Then why don’t you know what it provides 
for? 

Mr. Harper. I do, but you asked me if it were possible for someone 
to draw $16,000. I can figure that out for you. 

Senator THurmonp. That is right. And what I asked you was, 
if that is possible. 

Now, someone pointed that out to me. I am asking if that is the 
"ase. 

Mr. Harrer. At a maximum of $10.20 a day for 130 days of normal 
benefits would make, in round figures, $1,300, and 414 years on top 
of that would make the total much higher. 

Senator THurmonp. I am interested in sound legislation to protect 
these employees. At the same time, we want to be careful and not take 
some step on the apparent basis of helping them that, in the end, is 
not sound and would hurt them. That is the reason I have asked you 
if you had carefully studied this bill, and if you know what it contains. 

Mr. Harper. My answer is that I have carefully studied the bill. 
I haven’t made all of the computations of the character which you 
asked about, but I can discuss ihe phases of the bill with you. 

Senator THurmonp. You didn’t know that that was the case, that 
$16,000 could be drawn for compensation, did you? Unless you can 
answer such a question as that, as to the computations, well, then, are 
you in a position to testify as to the soundness of the bill ? 

Mr. Harvrr. In my judgment, yes. 

Senator THurmonp. Well, how can you, if you didn’t know that 
one man could draw $16,000 of unemployment compensation ? 

Mr. Harper. The assumption would have to be known, in the first 
place. I would have to know what the man’s rate of pay would be. 
I would have to figure it either on a basis of a maximum compensa- 
tion or a median or the minimum. 

I can give you the computations if you will give me the questions; I 
can compute them for you rather quickly. 

Senator THurmMonp. Why didn’t you compute these things before 
you came up here, so you could answer these questions? 

Mr. Harper. Frankly, I didn’t expect to be asked about whether 
a man could make $16,000 or not. 
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Senator TuHurmonp. I want to say this: I am interested in the 
employees, the working people, but I want to see legislation, if 
adopted, which is sound, and which is not going to result in their 
detriment. 

That is all. 

Senator Morse. Senator, will you proceed again, if my examination 
of the witness raises additional points. 

Mr. Harper, in your report there is a table, “Comparison of bene- 
fit rates in schedule,” and I would like to ask you if I am right in 
my computation of what appears to be the most unusual situation 
that ovate develop under this bill, 

Take the last line of the table, $4,000 and over, the proposed sched- 
ule $10.20 a day maximum; a rate of $51 a week, multiplied by 52 
weeks, gives $2,672 for a year, multiplied by the maximum number 
of years for unemployment provided in the 5, would give $13,260. 

Do you know of any schedule, pay schedule, that would permit one 
to receive over a 5-y ear per iod more than $13,260 ¢ 

Mr. Harrrr. No, sir. 

Your method of computation is correct, and I think that your 
figures are correct there, for a maximum of $13,( 100. 

Senator Mors. I based them on the table that you submitted to 
the committee. 

Now, when I picked this rate of $10.20 a day, I assumed that I was 
picking the highest rate that would be applic able under the bill. 

Mr. Harper. That is right, sir. 

Senator Coorrer. Would you yield, Senator? 

Senator Morss. Yes. 

Senator Coorrr. I ask you if you include Sundays and holidays 
for unemployment compensation purposes; would that change the 
total in any way? 

Mr. Hareer. The bill here would permit the counting of Sundays 
and holidays as days lost, but with a maximum number of 5 days per 
week. 

Mr. Hasermeyer. Saturdays and Sundays would be part of the 
waiting period. You see, he would draw 10 days’ unemployment 
benefits out of ever y 14-day period. 

Senator Morse. Senator Cooper. 

Senator Cooper. I would like to say that after the testimony of the 
other witnesses has been heard, I would like the opportunity to discuss 
other points that have been made. 

Senator Morse. If you will permit me to interrupt, I am sure the 
Senator from South Carolina would join the chairman in the tentative 
ruling I now make, so that the Board will be prepared. 

After we have completed the hearings on all the witnesses, I wish 
to notify the Board that you will be called back, because we would like 
to have your judgment, based upon the record that has been made 
by the witnesses, and also the submission by you of any rebuttal testi- 
mony that you may feel, under the circumstances, in the light of the 
record that has been made, ought to be made available to this Board 
to help us. Gentlemen, we have to rely very heavily on you, as 
Senator Cooper has suggested, to provide us in this highly technical 
field with the information that it seems to me you men are the best 
qualified in this country to make available ‘to us out of your files. 
You are the ones that have the working experience in this matter. 
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I completely share Senator Cooper’s suggestions, and I am sure 
Senator Thurmond will join with me in a unanimous notification to 
the members of this Board that you are going to be called back for a 
final appearance. 

Senator Coorrr. Who is the actuary of the Board ? 

Mr. Harrer. Abraham Niessen. He is here. 

Senator Coorrr. Is he here to testify ? 

Mr. Harper. Yes, sir. 

Senator Cooper. I ask you if the members of the Board have had 
meetings with the actuary and discussed the financial consequences 
of the bill. 

Mr. Harper. Yes. 

Senator Coorrr. You think you have had thorough discussion ? 

Mr. Harper. Yes, sir. 

Senator Coorrer. I, too, received a statement in which it was said 
that an employee drawing unemployment compensation might receive 
the total sum of $16,600, I think. In your discussion with the actuary 

yas such a point ever discussed ? 

Mr. Hasermeyer. That point itself was never brought up, but you 
are approximately right, $16,000 is about what could be drawn. 

Senator Coorer. Wouldn’t it be a point of interest to the Board 
to know the limit of payments under the proposal ? 

Mr. Hazermeyenr. I felt this way; I knew that the limit was $10.20 
a day, payable for a maximum of 414 years in addition to what we 
have in the law now, so that would be quite an extended period, and 
of course, would figure into a sizable sum of money. 

Senator Coorrr. I don’t think I want to question any more at this 
time, Mr. Chairman. I do wish to join wholeheartedly in what you 
said. I think that we have to learn from this Board their views upon 
the different viewpoints that will be produced during these hearings. 
And it ought to be sound, thoroughly informed advice. 

And I hope that the questions that were raised before you will be 
discussed among you, so that you will be able to give us that advice. 

Mr. Hasermeyer. We will be most happy to do that, Senator. 

Senator Morse. The Senator from South Carolina. 

Senator TrHurmonp. I concur wholeheartedly in what Senator 
Cooper has said. ' 

Senator Morsr. Will you bear with me just a minute? I am going 
to make a request to the Board. I don’t want to place any undue 
workload on the Board, I know what your problems are, but you are 
going to have to live with the legislation that is finally passed, and 
therefore, in view of the fact that the Senator from South Carolina 
has raised this very pertinent question as to what the limits of the 
benefits under this act may be, and in view of my hasty computation, 
assisted by counsel for the subcommittee, that led me to believe that 
the maximum figure would be somewhere better than $13,000, I now, 
unless there are objections, request the Board to prepare for us a 
memorandum to submit to the subcommittee, a memorandum which 
shows what the limits of payment will be for the various job classifi- 
‘ations that will fall in the act. 

And I would like to have it before us as we go ahead to examine 
some other witnesses. 

Do you have any objections? 
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Senator Tuurmonp. Not only on unemployment, Mr. Chairman, 
but on all other phases. I want to know what they are doing here. 
We don’t want to take some step that is going to harm this Board in 
its efforts to help our railroad people. We want to protect them. 
But we want to sure that what we are doing is going to protect 
them and not harm them. 

Senator Morsr. Make your memorandum comply with the Senator 
from South Carolina’s request, which I think, gentlemen, means 
pretty much of recapitulation by way of digest or summary of mate- 
rial we already have in this report. But this is a good example of 
the kind of questions that will ie raised, and we want to know what 
the effects would be on payments to the various groups of workers 
that will fall under the act. 


(The material requested by the subcommittee is as follows:) 


UNITED STATES OF AMERICA, 
RAILROAD RETIREMENT BOarp, 
Chicago, Ill., April 5, 1957. 
Hon. WAYNE MORSE, 
Chairman, Subcommittee on Railroad Retirement of the Committee on 
Labor and Public Welfare, United States Senate, Washington, D. C. 


Dear SenaTOR Morse: Pursuant to your request of March 12, 1957, during 
the course of the hearings on the bill S. 1313, I submit the enclosed recapitula- 
tion of the provisions and effect of the bill S. 1313. 

Sincerely yours, 


Howarp W. HABERMEYER, Chairman. 
MEMORANDUM 


EFFECT OF THE BILx S. 1313 ON BENEFIT PAYMENTS UNDER THE RAILROAD RETIRE- 
MENT ACT AND THE RAILROAD UNEMPLOYMENT INSURANCE ACT, AND ON TAX 
RATES UNDER THE RAILROAD RETIREMENT TAX ACT AND ON CONTRIBUTION RATES 
UNDER THE RAILROAD UNEMPLOYMENT INSURANCE ACT 


RAILROAD RETIREMENT ACT 


1. Some of the amendments to the Railroad Retirement Act would increase 
annuities by about 10 percent, and would affect immediately about 318,000 re- 
tirement annuities, 116,000 spouses’ annuities, and 222,000 survivor annuities. 
Further, some 14,000 employee annuitants would receive an increase of less than 
10 percent, or none at all, because, under a certain specific minimum provision 
now in the act, their annuities are or would be equal to their “average monthly 
compensation”; some 4,000 spouses’ annuities would not be increased, or would 
be increased by less than 10 percent, because the employee annuities upon which 
they are based are or would be equal to the employee’s “average monthly com- 
pensation” ; and some 2,000 widows’ annuities would not be increased, or would 
be increased by less than 10 percent, because, in accordance with a specific pro- 
vision in the act, such widows’ annuities were awarded in amounts equal to what 
they received as spouses’ annuities before their husbands died, and the amounts 
of such spouses’ annuities are greater than would have been paid under the 
regular formula for widows’ annuities. As a result of this proposal, the maxi- 
mum annuity for an employee retiring on July 1, 1957, would rise from $185 
to $203; and the average retirement annuity, which would be awarded in the 
year after enactment of this bill, would be about $135. 

2. The present maximum creditable compensation of $350 a month would be 
increased to $400, and by reason of this provision, annuities awarded in the 
future would be increased further. Thus, the amount of the maximum retire- 
ment annuity which could be awarded would rise slowly, as such increased com- 
pensation credits are accumulated. (Beginning in 1967, the maximum will rise 
more rapidly. At that time employees will begin to accumulate more than 30 
years of fully taxed service under the acts, whereas until that time a provision 
now in the law limits to 30 the number of years of railroad service that can be 
credited in computing the annuities.) 
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3. The present provision relating to the “residual” lump sum, payable generally 
when no benefits, or no further benefits, are payable, and computed primarily 
on the basis of the amount of earnings credited to the employee and the retire- 
ment tax rate which applied to such earnings at the time earned or paid, would 
be amended to reflect the changes in the retirement tax rate and in the amount 
of compensation subject to the tax as proposed in this bill. 

4. In addition to increases in benefits as described above, the bill would effect 
certain other changes in the Railroad Retirement Act: 

A. Women employees with 10 years of service could elect to receive a reduced 
annuity at age 62 and before age 65, the normal retirement age under the act. 
The same privilege would be available to wives of annuitants. The reduction 
would be 1/180 for each calendar month the beneficiary is under age 65, or a 
maximum reduction of 20 percent for a woman who makes the election at 
age 62. 

B. At the present time an annuitant under age 65, whose entitlement is based 
upon his disability, does not receive an annuity for any month for which he 
is paid $100 in earnings. This restriction would be modified so that if his earn- 
ings in any calendar year did not exceed $1,200, the restriction would not apply. 
And even if his earnings were over $1,200 in any year, loss of annuities for 
months of earnings exceeding $100 would be limited to 1 month’s annuity for 
each $100 or less (if more than $50) that the annuitant earned in excess of 
$1,200. For example, a disability annuitant who earned, say, $150 in each of 
6 months in the year and $75 a month in each of all other months in the year 
would have withheld in the first instance, his annuities for the 6 months in each 
of which he earned over $100, but since his total earnings in the year would 
come to only $1,350 the ultimate annuity loss would be only 2 months and he 
would be paid the other 4 months’ annuities previously withheld. If the dis- 
ability annuitant earned, say, $500 in 1 month, and $90 in each of the other 11 
months in the year, the annuity for only 1 month would be withheld in the first 
instance, and though his total earnings in the year would come to $1,490, no 
more than the annuity for the 1 month in which he earned more than $100 would 
be lost to him. 

Cc. An “insurance” lump sum (10 times the employee’s “basic amount’) is 
now payable on the death of an employee only where no annuity is payable on 
application to a survivor for the month of the employee’s death. Under the bill 
this lump sum would be payable irrespective of whether such an annuity was 
payable, but would be subject to a maximum of $750. 

The Board estimates that, if this amendment is enacted, slightly more than 
twice as many lump sums would be paid during the next fiscal year than other- 
wise would. The average lump sum would be $580. The maximum of $750 which 
is proposed in the bill would have a negligible effect at the present time, 


RAILROAD RETIREMENT TAX ACT 


The tax on employers and employees would apply to $400 instead of $350 of 
the employee’s monthly compensation. Moreover, the rate would be increased 
from 64% percent to 744 percent. After 1969 the rate would be increased by the 
same number of percentage points (or fractions of percentage points) by which 
the then current social security tax rate exceeds 2°4 percent, the rate scheduled 
to be increased in 1965. This would mean, if the present provisions for future 
increases in social security tax rates were actually to go into effect (from a rate 
of 2% percent to 3% percent for the period 1965 through 1969, and to 3°%4 
percent through 1974 and then to 4%, percent), a further increase in the em- 
ployees’ and employers’ tax rates under the Railroad Retirement Tax Act of 1 
percent with respect to the period after 1969 and a further increase of one-half 
of 1 percent after 1974, up to a total of 9 percent on each. The reason for 
making the increase in 1970 rather than in 1965 when an increase in tax is 
provided for social security purposes is that it is unnecessary to follow the 
social security tax schedule exactly to preserve the railroad retirement fund on 
a sound self-supporting basis and the 1970 contingent increase (and the later 
one) would serve the purpose. 

The Board’s staff, after a statistical and actuarial study, has concluded that 
the proposed tax increase, to be shared equally between employers and employees, 
would produce, for the immediate future, additional funds of $205 million a year. 
Of this amount, $62 million would flow from the increase in the individual tax 
base from $350 to $400 of monthly compensation, and $143 million would result 
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from the higher tax rate on the new base. The total cost to the railroad em- 
ployees and their employers would thus be increased from the present $650 
million a year to $855 million. The additional taxes to be collected after 1969 
contingent upon the then existing social security tax rates would increase this 
cost to $962 million a year. 


RAILROAD UNEMPLOYMENT INSURANCE ACT 


1. The daily benefit rates for periods of unemployment or sickness covered 
by the act would be increased by the bill. These rates, which vary depending 
on the amount of compensation earned by the employee in his base year, would 
be increased from $0.50 to $1.70, depending on the amount of such compensation. 
The schedule would be increased from $3.50 to $4.50 at the bottom and from 
$8.50 to $10.20 at the top. The alternative minimum rate now fixed at 50 percent 
of the employee's daily rate of pay in his last covered employment in the base 
year up to a maximum of $8.50 would be increased to 60 percent of that rate up 
to a maximum of $10.20. 

The effect of these increases on 1955-56 beneficiaries with base year earnings 
of $500 or more would have been to raise their benefit rate, on the average, about 
one-fifth, so that the average rate would have come to $8.33 per compensable 
day of unemployment and $9.34 per compensable day of sickness. The difference 
between the two average rates reflects the circumstance that older men, whose 
wages (and consequently benefit rates) would ordinarily be larger than those of 
the younger men, receive more sickness benefits proportionately than the younger 
men who, under the railroad seniority systems, would be the first to become 
unemployed. 

2. The bill would, on the other hand, restrict eligibility for unemployment and 
sickness benefits in that it would raise from $400 to $500 the amount of earnings 
in a base year necessary to qualify an employee for benefits. 

3. The bill would also raise from 7 to 10 the maximum number of days of un 
employment in the first registration period in a benefit year just as is the case 
with later registration periods: and would also treat Sunday and holidays the 
same as other days for unemployment purposes. At present they are treated 
this way only if they are preceded and followed by days of unemployment, except 
in certain limited situations. 

4. The bill would further provide that an employee with five or more years 
of railroad service who is out of work through no fault of his own may receive 
benefits for a period longer than he otherwise would. The length of this ex- 
tended benefit period would vary with the length of the employee’s previous 
employment. An unemployed man, with 20 or more years of railroad service, 
for instance, could, under the provision, receive benefits for as much as 4% 
years longer than he might otherwise. Assuming that he received the maxi- 
mum daily benefit rate of $10.20, under the increased schedule provided in the 
bill, this would amount to $11,934. Under certain unusual circumstances the 
total benefits for one continuous period of unemployment could be, under the 
bill, as much as $14,586; and if unemployment were interrupted by sickness 
lasting a full year the total unemployment and sickness benefits, under the bill, 
conceivably might reach $17,238. See the special memorandum transmitted to 
the committee with the Board's letter of March 19, 1957. 

The extended benefit periods (and the provision for beginning a benefit year 
earlier than it might otherwise in the case of the unemployed career railroad 
man) would, on the basis of the Board’s 1955-56 experience under the act, allow 
additional benefits averaging over $800 each to about 15,000 railroad employees. 
The extended benefit periods would, on the basis of that 1956-56 experience, 
average about 2 years. About 3,800 of those 15,000, it is estimated, would 
receive additional sickness benefits averaging $500 because the benefit year that 
would be extended for unemployment purposes would be extended for sickness 
purposes as well (but without adding to the maximum number, 130, of compen- 
sable days of sickness in a benefit year). 

Under the bill, the cost of unemployment benefits would be raised, it is esti- 
mated, from some $98 million a year to $163 million, and the cost of sickness 
benefits from $53 million to $71 million, or from a total of $151 million to $234 
million, an increase of $83 million. The net total cost of benefits as percent 
of payroll would be raised from 2.90 under present law to 4.22 under the bill. 
The maximum monthly earnings contribution base would be raised from $350 
to $400, and the contribution rate schedule would be changed from (i) the pres- 
ent rate of one-half percent when the balance in the unemployment insurance 
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account is as much as $450 million, which rate is increased by steps to 3 percent 
when such balance is less than $250 million, to (ii) a rate of 2 percent when the 
balance in the unemployment insurance account is as much as $450 million, which 
rate would be increased, by steps, to 4 percent when such balance falls below 
$300 million. 


Senator Morsr. Now, Mr. Healy, you may have your full statement 
in the record and supplement it orally. 
(The prepared statement of Mr. Healy is as follows :) 


TESTIMONY OF THOMAS M. HEALY, MANAGEMENT REPRESENTATIVE, UNITED STATES 
RAILROAD RETIREMENT BOARD, ON S. 1313 


I am Thomas M. Healy, born and reared in New Orleans, La., lived 15 years 
in Atlanta, Ga., and for the past 18 months a resident of Illinois. My entire life, 
practically, has been in railroad service, mainly in operating functions. I appear 
before you today as the representative of that industry on the United States 
Railroad Retirement Board. 

I am firmly opposed to the enactment of this bill. The continual pressure for 
more and more benefits under the railroad retirement and railroad unemploy- 
ment insurance systems, with its resultant burden on the railroad industry, to 
some extent indicated in the analysis of the Board, is wholly unjustified and 
can lead only to disaster. 

The analysis shows, for retirement purposes, an immediate increase in re 
tirement taxes of $200 million annually, one-half of which would be paid by the 
railroads. It does not expose, however, that the ultimately scheduled tax in- 
creases, one in 1970 and another in 1975, would add a total extra burden in that 
later year of $172 million, again one-half to be borne by the railroads. In other 
words, the railroads’ additional retirement taxes under these bills would amount 
to $186 million a year. 

Furthermore, the proposed railroad unemployment tax amendments would 
increase railroad payments by some $100 million next year, over and above the 
present annual levy. Of course, the analysis makes it plain that even this large 
additional unemployment tax paid by the railroads, who are the only contributors 
to the unemployment insurance system, will be inadequate to finance the benefits 
provided under this legislation. 

To recapitulate, the immediate additional tax burden for the railroads would 
amount to about $200 million a year and in 1975 the added amount would be 
nearly $257 million annually. 

The benefits now provided by these two social insurance systems are generally 
far above those allowed under similar systems operated by the Federal and 
State Governments for other industries. For instance, no old-age benefit paid 
under the social security system will ever be, under the law now in effect, more 
than the recently provided maximum of $108.50 a month, whereas the similar 
benefit under the railroad retirement system may now come to over $184 a month, 
and, ultimately, as more years of service and compensation may be credited, can 
go much higher. And such benefits under the Social Security Act are paid for 
at a total cost to employers and employees, at present, of 444 percent of payroll 
(that is, on a tax base of earnings up to $4,200 a year), whereas the current tax 
load on the railroad industry, and its workers, is nearly three times as much 
(12% percent on employee earnings up to $350 a month). 

The social security tax is, of course, scheduled by law to be increased at some 
future time, and the railroad retirement tax is not, but this bill proposes to pro- 
vide an immediate increase in the railroad retirement rate to 15 percent (and on 
a $400 a month tax base rather than $350) and, after 1969, an added tax liability 
equal to the rise in taxes above 5% percent under the Social Security Act. The 
ultimate tax rate for railroad retirement will be 18 percent. 

There are limits to liberalization, and I think that that point has been reached 
long since in the railroad social insurance systems. To go further would inflict 
serious and completely unnecessary injury to a special, and very important, 
segment of the Nation’s economy. 

Also, as compared with other industries, the railroads have a special problem 
which must be taken into account in considering the proposals to widen further 
the gap between the benefits paid under the railroad system and those paid under 
other Federal and State social security systems. 

The railroad retirement system had obtained, through taxing the railroads 
and their employees for its own special purposes, 29.1 percent more revenues 


> 
93396—57—_—_-4 











42 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


last year than 10 years ago. In this period it had increased its administrative 
expenses by 34 percent; it had raised the average annuity by 60 percent; and 
it had increased the number of beneficiaries by 129 percent and total benefit 
payments by as much as 216 percent. 

In fact, the amount of money the railroads had left in 1956 to pay dividends 
to stockholders (many of them employees) and for capital expenditures (to keep 
pace with the advances in technology) totaled only some $870 million, a sum 
no more than the Railroad Retirement Board will pay out this year in total 
benefit payments and administrative costs under both acts. 

Further illustrating the railroads’ problems are the indisputable facts that 
(1) the 1956 revenue-freight loadings decreased 6,660,219 cars from the total in 
1947, or a loss of over 100,000 trainloads; and (2) the number of passengers 
transported had dropped to no more than 431,988,922 as against 703,279,582 in 
1947. While this downward trend of the railroad transportation system may 
not continue—and I do not concede in any way that the future of the railroad 
industry is dismal—I am altogether against assuming heavy additional obliga- 
tions and burdens. 

My objections to the proposed unjustified liberalizations apply both to the rail- 
road retirement system and to the railroad unemployment insurance system. 
From the year 1947 to the year 1956, the average daily unemployment benefit rate 
increased by some 102 percent. 

Aside from these things: 

(a) Our research staff, sincere and thoroughly capable people, have shown the 
net cost of the railroad unemployment insurance system, with the proposals under 
this bill included, excluding administrative costs and interest earnings, to be 
4.07 percent of creditable payroll. The average under the various State laws, 
in 1955, was 1.18 percent. 

(b) There already is a concerted effort throughout the land on the part of 
railroad management and the Railroad Retirement Board to relieve the unem- 
ployment situation through preferential recall of furloughees; placement of 
claimants in nonrailroad as well as railroad work ; through occupational changes ; 
screening of new entrants and in various other ways; and 

(c) The serious problems, peculiar to the industry and of equal concern to its 
employees, which have arisen in the last decade, suggest that a complete re- 
appraisal of the act would be timely and more appropriate. 

The cost of the unemployment insurance proposals provided in this legislation 
which go beyond what other industries must meet, when added to the burdens 
otherwise imposed by employee action, such as wage rises and payment of fringe 
benefits, would increase the railroads’ operating expenses by as much as $114 
billion since January 1, 1955. And all this at a time when railroad management 
is exerting every effort and straining to combat unregulated and uncontrolled 
competition, to recapture traffic losses, to maintain and improve the railroads’ 
ability to serve the Nation in any need, to encourage investment in the industry 
(despite an average return over the past 10 years of only 3.74 percent), and to 
safeguard, to the maximum possible extent, the welfare and security of the 
employees. 

Gentlemen, I sincerely urge that no favorable action be taken on this bill. 

Mr. Hearty. Thank you, Mr. Chairman. 

First, on behalf of my colleagues, I would like to express to you 
and the committee our appreciation for giving us a chance to again 
look at this thing after all the testimony is in. I don’t know if it has 
happened before, Mr. Chairman, but not in my brief service on the 
Board. 

am Thomas M. Healy, born and reared in New Orleans, La. I 
lived 15 years in Atlanta, Ga., and for the past 18 months have been 
a resident of Illinois. My entire life, practically, has been in railroad 
service, mainly in operating functions. I appear before you today 
as the representative of that industry on the United States Railroad 
Retirement Board. 

I am firmly opposed to the enactment of this bill. The continual 
pressure for more and more benefits under the railroad retirement and 
railroad unemployment insurance systems, with its resultant burden 
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on the railroad industry, to some extent indicated in the analysis of 
the Board, is wholly unjustified and can lead only to disaster. 

The analysis shows, for retirement purposes, an immediate increase 
in retirement taxes of $200 million annually, one-half of which would 
be paid by the railroads. The other half would be paid by currently 
active employees who are, willing or not, also carrying a large share 
of the present cost of benefits to those who have retired or will retire, 
without contributing commensurately to the system. 

The analysis does not expose as clearly, however, that the ultimately 
scheduled tax increases, one in 1970 to 17 percent, and another in 
1975 to 18 percent, would add a total extra burden in later years of 

2 million, again one-half to be borne by the railroads. 

a other words, the railroads’ additional retirement taxes under 
these bills would alone amount to $186 million a year. 

Furthermore, the proposed railroad unemployment tax amendments 
would increase railroad payments by some $100 million next year over 
and above the present annual levy. Thus, we face an immediate 
additional tax i a on the railroads of about $200 million per 
annum. 

Of course, the analysis makes it plain that even this large additional 
unemployment tax paid by the railroads, who are the only contributors 
to the unemployment insurance system, will be inadequate to finance 
the benefits proposed under this legislation. 

To recapitulate, the immediate additional tax burden for the rail- 
roads would amount to about $200 million a year and in 1975 the added 
amount would be nearly $260 million annually. 

The benefits now prov ided by these two social insurance systems are 
generally far above those allowed under similar systems operated by 

the Federal and State governments for other industries. For instance, 
no old-age benefit paid under the social security system will ever be, 
under the law now in effect, more than the recently provided maximum 
of $108.50 a month, whereas, the similar benefit under the railroad 
retirement system is now over $184 a month, and ultimately, as more 
vears of service and compensation may be credited, can go much 
higher, and without the benefit or aid of any further amendments. 

And such benefits under the Social Security Act are paid for at a 
total cost to employers and employees at present of 414 percent of 
payroll up to $4,200, while the total tax load on the railroad industry 
and its workers is now three times as much, or 1214 percent on employee 
earnings up to $350 a month. 

Now, with an increase in total tax contribution estimated to pro- 
duce $200 million annually, it is proposed to add another increase of 
10 percent in all benefits, and to liberalize the act in other areas to the 
tune of $162 million per year. Thus, in my simple arithmetic, the 
current deficiency would be reduced from $170 million to $132 million, 
or $46 million more than was certified in the sixth actuarial valua- 
tion. Of course, there is the rainbow’s end which indicates that on a 
level cost basis this $132 million deficit would be reduced by $111 
million to $21 million when contributions under the Railroad Retire- 
ment Act, as proposed in this bill, will again rise in 1970 and 1975 
some 13 and 18 years hence. 

There are limits to liberaliaztion, and I think that that point has 
been reached long since in the railroad social insurance systems. To 
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go further would inflict serious and completely unnecessary injury to a 
very important segment of the Nation’s economy. 

The railroad retirement system had obtained, through taxing the 
railroads and their employees for its own special purposes, 29.1 percent 
more revenues last year than 10 years ago. In this period it had in- 
creased its administrative expenses by 34 percent; it had raised the 
average annuity by 60 percent; and it had increased the number of 
beneficiaries by 129 percent and total benefit payments by as much as 
216 percent. 

Now, Mr. Chairman and gentlemen, the security of the railroad 
social insurance system is dependent entirely on the welfare of the 

‘ailroads. Yet, in striking contrasts, the railroads handled last year 
10 percent less freight than they did in 1947, and in fact, the amount 
of money the -ailroads had left in 1956 to pay dividends to stock- 
holders (many thousands of whom are employees) and for capital 
expenditures to keep pace with the advances in technology, and for 
the freight cars and other equipment, total only $847 million, a sum, 
gentlemen, just slightly more than the Railroad Retirement Board 
will pay out this year in total benefit payments and administrative 
costs under both acts. 

Further illustrating the railroads’ problems are the indisputable 
facts that, one, the 1956 revenue-freight loadings decreased 6,660,219 
cars from the total in 1947, or a loss of over 100,000 trainloads; and 
two, the number of passengers transported had dropped to no more 
than 431.988,922 as against 703,279,582 in 1947—another loss, the 
equivalent of some 270,000 average trainloads. 

While this downward trend of the railroad transportation system, 
the Nation’s No. 1 reliance in peace or war, may not continue—and I 
do not concede in any way that the future of the railroad industry is 
dismal—I am altogether against assuming additional obligations and 
heavier burdens. 

My objections to the proposed unjustified liberalizations apply both 
to the railroad retirement system and to the railroad unemployment 
insurance system. From the year 1947 to the year 1956, for example, 
the average daily employment benefit rate increased by some 102 
percent. 

Aside from these things, our research staff, sincere and thoroughly 

capable people, have shown the net cost of the railroad unemployment 
insurance system including the proposals under this bill but exclud- 

ing, for comparative purposes, administrative costs and interest earn- 
ings, to be 4.07 percent of the creditable payroll. They tell me that 
the average contribution rate under the various State laws in 1955 
was but 1.18 percent. 

There is already a concerted effort throughout the land on the part 
of railroad management, railroad labor, and the Railroad Retirement 
“on to relieve the unemployment situation through preferential 

ecall of furloughees; placement of claimants in nonrailroad as well as 
railroad work; and through ee changes; screening of new 
ahtentn: and in various other w ays. The serious pr oblems - peculiar 
to the industry and of equal concern to its employees, which have 
arisen in the last decade, suggest that a complete reappraisal of the 
act would be timely and more appropriate. 

The cost of the proposals in this bill, when: added to the burdens 

otherwise imposed, such as augmented wages, health, welfare, and 
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other benefits, would increase the railroads’ operating expenses by as 
much as one-half billion dollars since January 1, 1955. 

And all this at a time when railroad management is exerting every 
effort, and straining, to combat unregulated and uncontrolled com- 
petition, to recapture traffic loses, to maintain and improve the rail- 
roads’ ability to serve the Nation in any need, to encourage investment 
in the industry (despite an average return over the past 10 years of 
only 3.74 percent), and to safeguard, to the maximum possible extent, 
the welfare and security of the employees. 

Gentlemen, I sincerely urge that no favorable action be taken on this 
bill. 

Senator Morse. Thank you. I am very glad to have your testi- 
mony. lam always glad to have the testimony of a witness who draws 
the issues clearly. It makes it very much easier for the subcommittee 
to proceed with its own analysis. 

Mr. Hearty. Thank you, Mr. Chairman. 

Senator Morse. Senator Thurmond ? 

Senator THurmonp. Have you studied this bill carefully yourself. 

Mr. Heaty. Thoroughly, to the extent of its effect on the railroads, 
but not the minute details. 

Senator TuHurmonp. Is it true or not—do you know whether it is 
possible for a man to draw $16,000 for compensation ? 

Mr. Hrary. Yes, sir; I do know that it is possible. 

Senator Tuurmonp. Are all your members here this morning, Mr. 
Chairman ? 

Mr. Hapermeyer. Yes, sir. 

Senator Tuurmonp. Is this frequently the case; that on this Board 
vou have got one man taking an extreme position one way and another 
man taking an extreme position the other way; is that very customary ? 

Mr. Hasermeyer. No, sir. The Board gets along very harmoni- 
ously, except on an issue such as being drawn here today. 

Senator THurmonp. You represent the railroad industry ? 

Mr. Heaty. I represent the railroad industry; Mr. Harper repre- 
sents the railroad brotherhoods. 

Senator THurmMonp. How are you selected ? 

Mr. Hearty. On recommendations of railroad management. 

Senator Tuurmonp. The President appoints you on the recommen- 
dation of the railroad managements ¢ 

Mr. Heaty. Yes, sir. 

Senator TuHurmonp. And you are appointed on the recommenda- 
tion of the brotherhoods ? 

Mr. Harper. On the basis of the recommendation of the employees, 
as represented by the railroad brotherhoods. 

Senator Morse. And, Mr. Chairman, what is the basis of your posi- 
tion ? 

Mr. Hapnermeyrer. I am the neutral member that is selected by the 
administration. 

Senator Tuurmonp. Well, it seems to me, then, that you are more or 
less boss of the Board, with one going extreme one way and the other 
the other way, whatever you say would settle it. 

Mr. Hanermeyer. It doesn’t work out that way, as a matter of fact. 

Senator Tuurmonp. Is it good for the public to have one member of 
the Board going one way and the other the other way? Who is look- 
ing out for the interests of the public? 
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Mr. Hapermeyer. I think all three of us are looking out for the 
public. 

Senator Tuurmonp. I understood this gentleman to say he was rep- 
resenting the employees and felt it his duty to support this bill. 

Was that your statement? 

Mr. Harper. Yes, sir. 

Senator Morse. That was your statement, wasn’t it? 

Mr. Harper. Yes, sir. 

Senator Morse. And, Mr. Healy, I believe you stated you were 
representing the railroads. 

Mr. Heary. That is right. 

Senator TuHurmonp. And you are bitterly opposing this bill? 

Mr. Hetay. Let us say firmly, Senator. We are together on about 
45 of these bills, and divided only on this one. 

Senator THurmonp. Now, what is the just think to do here? It 
makes it pretty hard for this subcommittee when you have got one 
member of a Board going to one extreme and the other to the other 
extreme and only the Chairman here will have to decide which way 
he is going to order to make a recommendation to us. 

Mr. Hasermeyer. I would hope that the parties to the controversy 
will submit full evidence on the issues so that the subcommittee itself 
will be able to exercise its good judgment, as it has in the past, to put 
our system on a sound basis and give whatever consideration it deems 
necessary to the beneficiaries. 

Senator THurmonp. I am interested in a reasonable and a fair 
retirement system for the railroad employees, like all other employees. 
And I am interested in a sound retirement system. 

Mr. Hasermeyer. So am I. 

Senator THurmonp. And I don’t think it is your duty, because you 
are on this Board, to take an extreme view either way, any of you: 
I think it is your duty to do what is right by the employers, employees, 
and the public. 

Mr. Harper. May I hake this statement, Mr. Chairman? 

Senator Morse. Proceed. 

Mr. Harper. The Railroad Retirement Act was devised and de- 
signed by railroadmen for railroadmen. It is a railroad project. 
It applies, generally speaking, only to railroadmen. Congress, in its 
wisdom, I think, wrote into the act, into section 10 of the act, that this 
Board should be—that this system should be administered by a Board 
of 3, 1 nominated by the employees, to provide the representation 
suitable to a majority of the employees 

Senator THurmonp. On that point right there, could I interrupt 
you? 

Mr. Harper. Yes, sir. 

Senator Tuurmonp. You are the representative of the employees? 

Mr. Harper. Yes, sir. 

Senator Tuurmonp. And you always go along with what the 
employees ask ? 

Mr. Harper. No, sir. 

Senator THurmonp. And does Mr. Healy always go along with 
what the railroads ask ? 

Mr. Heaty. No, sir. 

Senator Tuurmonp. Your minds are made up, before you go on, 
that it is just a tug of war, then, as to who is going to win the Chair- 








AMENDING THE RAILROAD RETIREMENT ACT OF 1937 47 


man, because he will settle the issue—or do you ever _ ree with 
the recommendations of your employees, and does Mr. Healy ever 
disagree with the recommendations of the railroads, in order to do 
what is just and right? Have you ever disagreed with the recom- 
mendation of the employees? 

Mr. Harper. Yes, sir, but 

Senator THurmonp. You have disagreed with them ? 

Mr. Harrer. I have carried my disagreement into their delibera- 
tions. I have tried to persuade them that my views are right and 
theirs are wrong. But when the decision is made there, then their 
decision is my decision. 

Senator THurmonp. Then, after the decision is made by the em- 
ployees, you don’t back your own judgment on the Board, you follow 
the employees, even though it is against your judgment ? 

Mr. Harper. The law requires s that I provide representation suit- 
able to the employees. 

Senator THurmonp. I know, but does the law require you to go 
against your judgment because the employees ask something that you 
don’t think is right? 


Mr. Harper. No; I don’t think it goes that far, but I think that 





is 

Senator THurmonp. Well, down in your conscience, don’t you feel, 
and under your oath, don’t you feel that you have got a duty to do 
what is right, and that you may have a perspective ‘and information 
that the employees may not have? 

And the same thing would apply to Mr. Healy. 

Mr. Hearty. I would like to answer that. 

Mr. Harper. May I continue with the setup of the Board? 

The law in the same section provides that a representative of man- 
agement shall be elected who will provide satisfactory representation 
to a majority of the railroads. 

Senator Morse. Mr. Harper, if the chairman may interrupt at this 
time, I think it would clarify the record a bit if I read at this point into 
the record, so that the Senator from South Carolina can ask questions 
based upon it—I am sure he will want to—the section of the act on 
personnel, section 10 (a) : 





There is hereby established an independent agency in the executive branch 
of the Government a Railroad Retirement Board, to be composed of three mem- 
bers appointed by the President, by and with the advice and consent of the Sen- 
ate. Each member shall hold office for a term of five years, except that any 
member appointed to fill a vacancy occurring prior to the expiration of the term 
for which his predecessor was appointed shall be appointed for the remainder 
of the term and the terms of office of the members first taking office after the 
enactment date shall expire, as designated by the President, one at the end of 
two years, one at the end of three years, and one at the end of four years after 
the enactment date. One member shall be appointed from recommendations 
made by representatives of the employees and one member shall be appointed 
from recommendations made by representatives of carriers, in both cases as the 
President shall direct, so as to provide representation on the Board satisfactory 
to the largest number, respectively, of employees and carriers concerned. One 
member, who shall be the Chairman of the Board, shall be appointed initially 
for a term of two years without recommendation by either carriers or employees 
and shall not be in the employment of or be pecuniarily or otherwise interested 
in any employer or organization of employees. Vacancies in the Board shall 
not impair the powers or affect the duties of the Board or of the remaining 
members of the Board, of whom a majority of those in office shall constitute a 
quorum for the transaction of business. Each of said members shall receive a 
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salary of $10,000 per year, together with necessary traveling expenses and sub- 
sistence expenses, or per diem allowance in lieu thereof, while away from the 
principal office of the Board on official duties. 

That is the law in regard to appointments. 

Senator THuRMOND. “Now, the point I am getting at is this 

You are representing the "employees on the Board, and you study 
a matter carefully, and hear the employees’ viewpoint and hear the 
other viewpoint, and you arrive at a decision as to what is the right 
thing to do. 

Do you follow that decision, or do you follow the conclusion reached 
by the employees, even though it is contrary to your decision? 

Mr. Harrer. No; I do not. 

In matters before the Board, I certainly exercise my own independ- 
ent judgment, but in legislative matters I have no desires or no 
inclinations, I follow their advice in legislation. 

Senator THurMonp. Suppose it doesn’t concur with your opinion, 
do you still follow their advice? 

Mr. Harper. In legislation, yes, sir. 

Senator Tuurmonp. In other words, you are a tool, then, of the 
employees in that legislation to carry out their wishes, whether you 
believe it is right or wrong ? 

Mr. Harrer. No more so than a lawyer who represents a client; in 
some instances, a lawyer doesn’t always subscribe to what his client 
does, but if he is paid to represent his client and accepts a fee for 
representation, then certainly he ought to represent the views of his 
client. 

Senator THurmonp. But the Brotherhood is not paying you here, 
is it? 

Mr. Harrrer. The Brotherhood is not paying me? 

Senator Tuurmonp. Isn’t the Government paying you? Aren't 
you on the Government payroll ? 

Mr. Harper. I am, in effect, paid by the railroads and railroad 
employees. While I get a Government check, it is derived from taxes 
imposed upon the r ailroads and railroad employees. 

Senator THurmMonp. Well, still it comes from the United States 
Government. 

Mr. Harrer. Through; yes. 

Senator THurmonpb. You get $10,000 a year, as I understand it? 

Mr. Harrer. It is more than that now, sir. 

Senator THurmMonp. How much is it? 

Mr. Harper. It is $20,000. 

Senator THurmonp. $20,000. 

Mr. Harper. Yes, sir. 

Senator Tuurmonp. It is a pretty good job. And that is paid out 
of the Treasury of the United States? 

Mr. Harprer. It is paid out of the trust fund of the railroad retire- 
ment system, which is lodged in the United States Treasury 

Senator TuHurmonp. And you are on there to represent the 
employees? 

Mr. Harper. Yes, sir. 

Senator THurmonp. Don’t you feel it is your duty to study and 
qualify yourself the best you can, getting all the information you 
can, and to hear the employees’ side of the sjtuation, whom you repre- 
sent, but if you feel that something is not in the best interests of the 
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employees and the public and you reach another decision, then don’t 
you feel it is your duty to follow that decision rather than the con- 
clusion of the group that you represent ? 

Mr. Harper. I would say so, except with respect to legislation. 

Senator THurmMonpb. W hy do you exempt legislation “That j a one 
of the main phases of the work, is it not, that comes before you? 

Mr. Harper. No, sir; that is a minor "phase of our work. The act 
is the source of authority for the Board. 

Senator THurmonp. But if the act is wrong, then you recommend 
changes, do you not ? 

Mr. Harper. No, sir, the Board does not recommend; it is our 
duty 

Senate: Txurmonp. You never recommend any changes in 
legislation ? 

Mr. Harper. That is right, sir. 

Senator THurmonp. Well, I understood here now you are recom- 
mending that you have got a deficit, and you want something done to 
correct it; is that correct, Mr. Harper ? 

Mr. Harper. No, sir; I am speaking in favor of the bill. I did not 
recommend the bill nor present the bill. 

Senator THurmonp. Is that not what the chairman said a few 
moments ago ? 

Mr. Hasermeyer. As far as I am concerned, sir, that is right. 

Senator THurmMonp. You recommend that steps be taken to protect 
these employees, do you not? 

Mr. Hapermeyer. Yes, sir. 

Senator THurmonp. You recommend that to them; is that not true? 

Mr. Hapermeyer. Yes, sir; to that extent. I have not concluded 
whether benefits should be further liberalized but I want the system 
to be financially sound. 

Senator THurmonp. I want to ask Mr. Healy the same question. 
Mr. Healy, you are representing the railroads? If you reach a deci- 
sion as to what is fair with respect to any matter 

Senator Morsg. I did not hear his answer to that question. 

Mr. Heaty. I have not answered it yet. 

Senator Tuurmonp. I have not finished asking him, Mr. Chairman, 

You are representing the railroads? 

Senator Morse. That is the question, is it, Senator ? 

Mr. Heaty. I say, yes, 1 do represent them. 

Senator Morsg. Very well. 

Senator THurmonpb. You are representing the railroads? 

Mr. Hearty. Railroad management; yes, sir. 

Senator THurmonp. Then if you re ach a decision as to any partic- 
ular matter pertaining to the functioning of this Board, of which 
you are a member, that does not agree w vith the railroads’ position, 
are you going to use your judgment, or are you going to follow the 
conclusion reached by the railroads ? 

Mr. Hrary. Based on a lifetime of experience, Senator, I use my 
own judgment. As previously mentioned, I was in the operating de- 
partment all of my life. I had many disagreements with my superiors 
but remained on the payroll. I am in this job because they trust my 
judgment and when that fails I will be recalled. In the meanwhile, 
I will continue to use my own judgment. 
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Senator Tucrmonp. In other words, I want to ask you this ques- 
tion: Is your first obligation to the Government or is it to the rail- 
roads? 

Mr. Heary. My first obligation is to the railroads. 

Senator Tuurmonp. Is to the railroads? 

Mr. Heaty. Right, sir. 

Senator THurmonp. In other words, your first—— 

Mr. Heaty. There is no Government money involved here, Senator. 

Senator Tuurmonp. What is that ? 

Mr. Heaty. There is no Government money involved here, sir. 

Senator Tuurmonp. Is your first obligation to the public welfare 
or is it to the railroads? 

Mr. Hearty. The welfare of the railroads and their employees, only. 
That is the limit of my position. 

Senator Tuurmonp. Suppose you reach a decision that you think is 
a right thing to do but the railroads do not think so; then which 
position are you going to follow ? 

Mr. Hezaty. I will follow my own belief in absolute confidence for 
their support has never failed me yet. 

Senator Morse. Are you through, Senator? 

Senator THurMmonp. Yes. 

Senator Morse. Senator Cooper. 

Senator Coorer. Well, pursuing the Senator’s inquiry one more 
step, suppose the situation were that both the railways and the em- 
ployees might agree upon a particular course of action—— 

Mr. Heaty. Yes, sir. 

Senator Coorrr. And yet there might be a question arise of the 
effect upon the railroads, in the operation of the railroads, which 
would be detrimental to the service afforded the public in preserving 
a railroad system. Is any consideration given to that? For example, 
[ have just read here what Mr. Healy said in his statement. He s: nid, 
“If this bill should pass, it would lead to disaster.” 

Mr. Heary. That is correct. 

Senator Coorer. Now, I would assume from that he means it would 
lead to disaster in the operation of the railroad, which does affect the 
public? 

Mr. Heary. Very much so. 

Mr. Hasermeyer. I am sure that the railroad management people 
will testify with respect to that point, and if there was any question 
of it leading to disaster, I am sure the committee would not allow 
such a course to be pursued. 

Senator Coorer. You do consider then that you do have that 
duty—— 

Mr. Harermeyer. Oh, yes. 

Senator Coorrer. Toward the public, to assure that nothing is done 
which would affect the continued and efficient operation of the rail- 
way system ‘¢ 

Mr. Hapermeyer. Yes, sir. 

Mr. Hrary. May I supplement that, Senator, if I may? 

Senator Coorsrr. Yes, sir. 

Mr. Heatry. I have been in transportation through two wars— 
First World War, under Government control, and the Second World 
War, under free American enterprise. We did a miraculous job in 
World WarIl. We did a lot of wonderful things since. 
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Just recently, the railroads voluntarily reduced rates to contribute 
to the drought relief. They have done that often. No other trans- 
portation carrier has and no other transportation carrier can handle 
the mass wartime needs of this country. 

So I say—and this is what I mean b “disaster”—if we risk putting 
the railroads into bankruptcy we will have Government control of 
the most vital transportation system in the world. 

Senator Cooper. I would like to ask one more question, Mr. Chair- 
man. 

Mr. Morse. Go right ahead, Senator. 

Senator Coorrr. I am not too much interested in 

Mr. Harper. May I add this to his answer to your question, Sen- 
ator—these railroad workers have been most of their lives on the 
railroads. There is no disposition, there is no semblance of a dis- 
position on the part of railroad workers to destroy the railroads. 

Now, if that is involved here, it is a difference of opinion between 
one group and another, but certainly it is not the desire of either the 
employees or management to destroy railroads. 

Senator Coorrr. I am sure of that. The point I was trying to 
develop was that I think you must consider the public interest 

Mr. Heatry. That is right. 

Senator Cooper. When you consider one of these bills. 

I notice in the testimony of Mr. Healy that he compares the social- 
security system with the railroad-retirement system. 

Mr. Heaty. Yes, sir. 

Senator Coorer. Would you consider that they are similar in con- 
cept; is it not true that the social-security system in some instances 
would provide benefits for people who would only work, say, 6 quar- 
ters over a period of 10 years? Is not the railroad-retirement system 
a system which takes into consideration the fact that the men have 
worked continuously for a period of 30 years in railroading? 

Mr. Heatry. That is right, in some cases, though the railroad serv- 
ice need not be continuous. 

Senator Coorrer. And is it not an entirely different concept from 
the social-security system 

Mr. Hearty. You understand, Senator, if he has less than ten years 
of service he goes into social security anyway. 

Senator Coorer. Would you consider that there-is a difference be- 
tween the railroad-retirement system and the social-security system ? 

Mr. Heaty. Yes, sir, very much of a difference, in favor of the 
retirement system, although, of course, costlier. 

Senator Coorrr. Now, you make some other comparisons in your 
statement, comparing the cost over a 10-year period. For example, 
you state that, “The railroad-retirement system has collected about 
29.1 percent more revenue than 10 years ago.” 

Mr. Heaty. Yes, sir. 

Senator Cooper. Well, it is true, is it not, that the base or the 
fluctuation of that has gone up; wages have gone up, earnings have 
gone up in the railway system ? 

Mr. Heaty. That is correct, Senator; but the comparison there is 
with the outgo. The income is only 29 percent, but the outgo is 216 
percent. 
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Senator Coorrr. In your statement you make a comparison between 
the cost of this bill, if it should go into effect, and money left for 
stockholders. 

Mr. Heaty. That is right. 

Senator Cooper. Well, what you give, $870 million, is the amount 
left to stockholders ? 

Mr. Heaty. That is for stockholders and to purchase equipment 
and improve the physical plant, Senator. 

Senator Coorer. What was the comparable figure 10 years ago? 

Mr. Hearty. The average for the past 10 years was about $730 
million a year. 

Senator Coorer. As you say, $870 million is now available, 1956, 
was available for dividends to stockholders 

Mr. Heary. That is right, sir. 

Senator Coorrer. And capital expenditures. What was available 
in 1947? 

Mr. Heary. 1947, I will give you that exactly: $479 million. 

And the reason for that low income in 1947 is, if you recall, we 
started replenishing our war-weary depleted freight car supply. 
spending $560 million for 58,000 new freight and passenger cars, and 
1,398 diesel locomotives. 

Senator Cooper. Is there agreement in the Board that, without 
arguing the merits of this bill, if the bill should be adopted, with the 
increased taxes, the fund would be sound, actuarily, fiscally ? 

I will ask the chairman. 

Mr. Hasermeyer. For all practical purposes; yes, sir. 

Senator Coorrer. No other questions, Mr. Chairman. 

Senator Morse. I will ask the chairman to make a statement for 
the record as to where the funds come from for the support of this 
Board. I understood Mr. Healy to say there is no Federal money in 
your funds. Are we to understand that the operating costs of the 
Board, the salary of the Board, the clerical assistance of the Board. 
the supplies of the Board, are all paid out of funds that the Board 
collects through the retirement system itself 

Mr. Hasermeyer. Gener ally speaking; yes, sir; from the 6%4- 
percent tax on employee, matched by the employer, on the first $350 
of compensation a man earns in a month. 

Senator Morse. You mean Federal Government supplies, funds for 
incidentals, such as a home for the Board ¢ 

Mr. Heatry. No, sir. 

Senator Morse. Office expenses? 

Mr. Hapsermeyer. We do not own the building. We pay mainte- 
nance to the Government for the building we are in. 

Senator Morse. You pay what would correspond to rent—— 

Mr. HapermMeyer. Yes, sir. 

Senator Morse. For the headquarters of the Board ? 

Mr. Hapermeyer. I expect we get a pretty good deal. We probably 
would have to pay more if we were in outside space. But generally 
speaking, we pay our own way. 

Now, there are some areas wherein the Government has contributed 
with respect to paying taxes on military service credits for railroad 
employees that went into the Army. For some years the Government 
bore the expense of postage. We now have to pay for that postage. 
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There are some buildings federally owned, buildings, where we do 
occupy space. In some of our smaller offices around the country we 
do not pay maintenance. But, by and large, all administrative costs 
come from the moneys paid by railroad employees and their employers. 

Senator Morse. So this record should show very clearly then that 
so far as the taxpayers are concerned, they do not contribute directly 
to the operating costs of the Board, nor do they contribute directly to 
the retirement funds that are raised under the provisions of the law? 

Mr. Hapermeyer. That is correct. 

Senator Morse. The jurisdiction of Congress, therefore, rests upon 
the fact that we are dealing with a public utility and we have the 
authority, under the interstate commerce clause, to impose those regu- 
lations necessary to protect the public with the industry that is affected 
with a public interest ; is that a fair statement ? 

Mr. Hasermeyer. Yes, sir. 

Mr. Heary. We have to go before an appropriation committee, 
though, once a year, to get some money, to get authority to spend it. 

Senator Morse. That was the next question. 

Mr. Hearty. Excuse me, Senator. 

Senator Morse. No; Iam very glad that you raised it. 

Even though the funds of the Board are paid out of the sources 
that you have just mentioned, Mr. Chairman, what is the relationship 
of the congressional Appropri ations Committee with the Board ? 

Mr. Hanermeyer. Well, the Treasury Department is the collection 
agency for the Board of the taxes under the Railroad Retirement Tax 
Act. "The Internal Revenue Service collects those taxes, as they do 
all other taxes. They are sent to the Treasury Department upon col- 
lection, where they are invested in Government securities and put into 
the Board’s fund. 

Once each year we go before Congress and ask that the taxes col- 
lected under our system be credited to the railroad retirement fund, 
and we justify the administrative costs that we anticipate in the 
ensuing year. 

Senator Morse. Do you think, for descriptive purposes, it would be 
reasonably accurate to say that the Federal Government serves pretty 
much in the capacity of a trustee ? 

Mr. HapermMeyer. Yes, sir. 


Senator Morse. For the finances of the Board, and therefore the 
Congress, through its Appropriations Committees, carries out its 
duties of trusteeship / Q 

Mr. Hapermeyer. Yes, sir. 

Senator Morsr. Now, without taking too much time on it, gentle- 
men, you may wish to supplement 1 your answers to the question T want 
to raise by way of a memorandum, and you may not be in a position 
to answer it at all at this time and, if so, you can submit a memo- 
randum. But in regard to the amendment ‘proposed by S. 1313, the 
Railroad U Inemployment Insurance Act, I would ask’ whether you 

had the opportunity to read the statement of Mr. E. L. Oliver, which 
is to be presented this afternoon? I would call your attention to his 
comments, which I shall read in a moment, to the effect that unem- 
ployment has been reduced and can further be reduced by improved 
placement practices. 
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If you have any comments on it, I think that they would be appre- 
ciated by the committee for inclusion i in the record at this time or later 
by them, because I think these comments of Mr. Oliver are so 
pertinent. 

He estimates the costs of improved unemployment benefits and 
states that we should have the value of your judgment. And for the 
purpose of the record, I would like to read a few of these brief com- 
ments in Mr. Oliver’s prepared testimony ; they a are brief, and then 
you can comment on them, if you care to. Hesays 

It is impossible precisely to match the statistics compiled by the Railroad 
Retirement Board on the various bases, but it cannot be doubted that large 
numbers of skilled and experienced railway workers were left on the unemploy- 
ment compensation lists while other thousands of new, inexperienced workers 
were hired. The figures also leave no doubt that a very high proportion of the 
unemployed railway men were in the higher age brackets. A 1955 study shows 
a very similar situation. 


Then later he states: 


From the standpoint then of caring for the more needy and more experienced 
of the unemployed, the extension of unemployment compensation in the manner 
expressed in the pending bill can be expected to have a double effect. First, it 
will provide a specific incentive for the relocation of older and more experienced 
employees within the railway industry, since that can and will reduce the cost 
of unemployment compensation. Further, the proposed legislation will provide 
much more justly and adequately for the older employee whose job vanishes 
from technological change. 


Following that, he states: 

The added cost of the proposed protection for unemployed railway workers 
of long service can be very largely avoided through improved placement service 
but remains to be borne without difficulty by the industry. 

Now, part of the implications of his testimony, to me—and that is 
what I would like to have a comment on—that the carriers have been 
patina on the unemployed lists some of their older men after they 

sach a certain age and then hiring younger men to do the same jobs 
deauee. 

If there is any basis in fact for that implication, I think it is pretty 
serious, and I would like to have comments from you, either now or 
by memorandum, as to what you consider the facts to be. 

Mr. Hapermeyer. Well, I would not quarrel, of course, with the 
accuracy of the statement ; however, I will say this, that the Board 
itself is pursuing, very aggressively, an employment program to see 
that these men who are drawi ing unemployment insurance are placed 
back in the industry. I think ‘it has been quite successful. I think 
it has been given general support by both labor and management. 

We have not reached the ultimate, of course, but we are working 
very hard to get these unemployed people back working, either in 
the railway industry or in jobs outside the industry. 

Senator Morse. Mr. Chairman, would the higher unemployment 
insurance benefit, in your opinion, be conducive ‘to greater effort on 
the part of the carriers to keep these older men at work, rather than 
increase the total number of employees ? 

Mr. Hazermeyer. Senator, it would just be a guess. I would not 
know that. 

Senator Morse. But you see the problem of the committee. 

Mr. Hapermeyer. Yes, sir. 
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Senator Morse. If I properly interpret Mr. Oliver’s innuendoes— 

Mr. Hapermeyer. Remarks. 

Senator Morse. And the problem it places upon the committee; 
I shall discuss the matter with the carriers when they are on the 
stand, too, because on this matter I just want to know, as my col- 
leagues do, what the facts are. 

Mr. Hanermeyer. They would, I should think, be in a much better 
position to give you an answer on that. 

Senator Morse. If, as the hearings go ahead and you members of 
the Board feel that you have got any material information that you 


can submit to us on this point at a later date, we will be glad to 
receive it. 


Mr. Hasermeyer. Yes, sir. 

Senator Morse. Any further questions? 

I want to thank you very much. 

Mr. Hasermeyer. I might say that we have our technicians here, 
our actuary-research people and our lawyers, and if they can be of 
any help to the committee, I hope that you will call on us. 

Senator Morse. Senator Thurmond. 

Senator THurmonp. I want to ask you a question or two, ask the 
chairman a question or two, about this bill, S. 945, by Senators 
Langer and Martin. 

Mr. Habermeyer, with regard to S. 945, would this bill increase 
the costs of the railroad retirement system to about $120 million a 
year ¢ 

Mr. HapermMeyer. Yes, sir. 

Senator Tuurmonp. Does the bill make any provision for financ- 
ing the additional costs which its enactment would entail ? 

Mr. Hasermeyer. None. 

Senator THurmonp. Can the railroad retirement system absorb the 
added costs # 

Mr. Haspermeyer. Absolutely not, no, sir. 

Senator THurMoNpD. Would the effect of the enactment of the bill 
be to increase the deficiency of about $290 million a year ? 

Mr. Hapermeyer. Yes, sir. The deficiency, sir, would be 5.45 per- 
cent of payroll or about $290 million a year. | 

Senator Tourmonp. With regard to 

Mr. Hapermeyer. Yes, sir. _ 

Senator THurmMonp. How much would this bill increase the cost of 
the railroad retirement system a year? 

Mr. Hapermeyer. Mr. Healy s said $205 million. I think I have it 
right here. I am sorry we are having so much trouble finding it. 
$204 million immediate tax increase. 

Senator THurMoNpD. $205 million ? 

Mr. HasermMeyer. Yes, sir. 

Senator THurmonp. Does this bill make adequate provision for 
financing the additional cost which its enactment would entail? 

Mr. Hapermeyer. Our actuary says that the system would be 0.37 
percent deficient, or about $21 million a year. 

Now, that is so close; that a figure is so small that I do not believe 
that any actuary will argue about the bill putting the system on a 
sound financial basis. In other words, we feel that anything that 


small leaves us on a sound basis. I would have no worries with respect 
to the soundness of the system. 
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Senator THurmMonp. Would the enactment of this bill take care of 
the debts which you stated a few moments ago you now have existing ? 

Mr. Hasermeyer. Yes, sir. 

Senator Tuurmonp. Would the benefits under this bill go to em- 
loyees who have already retired, who will not contribute to this 
ill? 

Mr. HaperMEYER. Yes, sir. 

Senator THurmonp. As well as to the employees who will retire 

in the future ? 

Mr. Harermeyer. Both groups would get the additional benefits, 
Senator. 

Senator THurmonp. Can you give us your opinion as to whether 
you think the additional tax placed on the railroads would be an ex- 
cessive tax or not? 

Mr. Hapermeyer. There, again, I think that the railroads would 
speak with a lot more authority. I have no knowledge as to whether 
it would be more excessive or not. 

Senator THurmonp. You have not formed an opinion as to whether 
they could stand the tax? 

Mr. Hapermeyer. No, sir. 

Senator THurMonp. By the time the hearings are over, do you think 
you could give us an opinion as to whether such a tax would be wise? 

Mr. Hasermeyer. I do not know that it would be an intelligent 
opinion. I will certainly listen with great interest to the proponents 
and opponents of the bill. 

With respect to liberalization of benefits, IT should hope that the 
parties to the controversy would submit sufficient evidence on the 
issues so that you, in your best judgment as members of this com- 
mittee, would establish the policy under which we would operate in 
the future; my main interest being that, whatever is done with respect 
to our System, the law would provide the financing necessary to pay 
for the benefits that we would be expected to pay. 

Senator Tuurmonp. Do you think the employees would favor this 
bill carrying the additional tax? 

Mr. Hasermeyer. I assume that they would, since it is their group 
that is the sponsor of the bill. 

Senator THurmonp. I mean the rank and file of the employees. 

Mr. Hapermeyer. My experience has been that the employees 
usually let their organizations know what they want and the organiza- 
tion acts on that basis. Now, of course 

Senator THurmonp. To that question, then, you would not know, I 
presume, from what you said ? 

Mr. Hasermeyer. With respect to the desires of individual em- 
ployees, I am in the same position in which I am with respect to in- 
dividual railroads. 

Senator THurmonp. That is all, Mr. Chairman. Thank you. 

Senator Morse. Mr. Chairman of the Board, speaking on this matter 
of income, the ratio of income to outgo of the funds, is it not true 
that a variation of 1 percent of income to outgo is considered safe from 
an actuarial et 

Mr. Hatermeyer. I did not ask the actuary in that broad sense. T 
asked him this: In your estimation, would the 0.37 deficit, which would 

result if the bill were enacted disturb you? He said, “Not at all.” He 
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said he thought that such a small deficit would leave the system in a 
sound financial basis. 

I expect if you want to direct that question to him, he could give you 
the answer. 

Senator Morse. You have no opinion—— 

Mr. Hapermeyer. No. 

Senator Morse. On it yourself? 

Mr. Hanermerer. No, sir. 

Senator Morsr. Do you have a question, Senator Cooper? 

Senator Coorrr. Yes, Mr. Chairman. 

Do you know, or will you furnish, the approximate number of em- 
ployees who are, I will say who are now, working who would be re- 
quired to pay this additional tax ¢ 

Mr. Hasermeyer. Well, in the neighborhood of 1,250,000, Mr. 
Harper informs me. ; 

Senator Coorer. Can you tell me how many are eligible to receive 
benefits from the railroad retirement system who have completed or 
finished their employment with the railroads? 

Mr. Hanermeyer. We are paying benefits now to about 600,000 peo- 
ple; that is, the railroad employees. Here it is: 324,626 employees 
annuities. We have 2,282 pensioners; they are individuals who were 
on the private railroad pension rolls when we came into business in 
1937. 

We are paying 116,375 wives and husband annuities; paying 159,374 
aged widows annuities. Widowed mothers annuities number 11,443, 
children annuities 43,293, survivor option annuities 3,800, and parents 
annuities 1,109; a total of 662,302 people who were drawing benefits 
under the Railroad Retirement Act as of the end of 1956. 

Senator Coorer. That number then would not pay any increased 
taxes ¢ 

Mr. Hanermeyer. That is right. 

Mr. Chairman, may I ask a question ? 

Senator Morss. Well, you can ask it. I do not know whether I am 
going to give you an answer. 

Mr. Hapermeyer. Was my reply with respect to E. L. Oliver’s state- 
ment sufficient, or do you still want a memo? 

Senator Morss. I think we are going to have to have some actuarial 
information later, and we will advise with the Board. 

Mr. Hasermeyer. Thank you. 

Senator Morse. I want to say, in closing the testimony for now, that 
we appreciate the testimony you gentlemen have given us. And I 
want to say to Mr. Harper that I do not want him to think for a 
moment that my silence here, to use an argument by analogy from my 
profession, carried with it my consent. I want to say to him, good- 
naturedly, that as a lawyer I would not accept his thesis just because a 
client came into my office who might be a bad client and wanted me to 
make representations to the court that I thought were not in accord- 
ance with justice, that I would make the representations. I would 
throw him out of the office. 

I say that facetiously, and yet bring out a point also that I think 
needs to be made in these records. Because I have served on tripartite 
boards, as you know, and I served on a major one during the war; 
and I want to say, to the credit of both the employer and labor repre- 
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sentatives, that sometimes they did exactly that to their so-called 
clients. They made perfectly clear to them that when they made pro- 
posals that they thought were not in the interest of labor nor manage- 
ment and the public, they proceeded to vote what they thought the 
record dictated. 

And I think you men were unduly modest this morning in describ- 
ing what you actually do as members of the Retirement Board. I 
am not sure that either the representative of the brotherhoods or the 
representatives of the carriers left in this record as accurate a de- 
scription of what you do as you meant to, as you come to read this 
record; because, knowing a little bit about the activities of the Board, 
I would be willing to go on the stand as your witness, both Mr. Har- 
per and Mr. Healy, and testify that I think, time and time again in 

carrying out your duties, you have not followed the so-called dictates 
of either the carriers or the brotherhoods when you thought they were 
wrong, with the result that very frequently you became educators on 
this board, and you righted some of the mistaken judgments of the 
carriers, on the one hand, and some of the mistaken judgments of the 
brotherhood on the other. 

I am a pretty strong advocate of the tripartite system for adminis- 
trative boards of this nature, provided that it be understood, as I used 
to say on the War Labor Board, that when a man takes on that cloak, 
he has to rise to the responsibility, particularly when he is dealing 
with a regulated industry, of placing the public interest first. And 
when you do that, you place the best interests of the carriers and the 
brotherhood first. 

I hope I have not bored my colleagues, but it is a pretty basic princi- 
ple, I think, of representation on these tripartite boards, and it is my 
judgment that both Mr. Harper and Mr. Healy have been doing just 
that. 

Mr. Harper. I will try to make it clear, Mr. Chairman, that what 
I said applied to legislation only. In the administration of the act, 
naturally I use my own judgment, and many, many times I have to 
change my position ; because I learned a long time ago that you cannot 
switch boxcars without being able to back up as well as go ahead. 

Senator Morse. I think we understand your position, particularly 
in view of the comments the Chairman of the Board has made. 

That is all, gentlemen. 

Mr. Hearty. Thank you very much, sir. 

Mr. Hanermeyer. Thank you, Mr. ‘Chairman. 


Senator Morse. I understand that we have a group of visitors, labor 


representatives from France, with us, and I am going to ask Mr. Roy 
James to introduce them for the record. 

I want to say to these French representatives that we are delighted 
to have you here observing the American democratic process in a xction 
when it comes to, in this particular instance, a matter of labor legisla 
tion. 

Mr. James, would you introduce these people for the record ? 

Mr. James. These people are five in number. 

The first is Miss Odlie Bapaume, French labor-union leader, CFTC 
Workers Union; secretary at CADIPPE. 
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The next is Mr. Louis Cartereau. Mr. Cartereau is general secre- 
tary of French Railways National Society Trade Union Committee; 
so he is a railroadman. 

The next is Mr. Paul Cayzac. 

Mr. Jean L. Richard. 

And Mr. Andre Lehec. 

Senator Morse. I want to say that we are glad to have this delega- 
tion, the members of which are official guests of the United States 
Government, come as observers to this hearing. 

In view of the fact that we have not obtained permission yet to con- 
tinue the hearings while the Senate is in session when we take up at 
noon, the Chair will now recess the session until 2 p. m. this afternoon, 
depending , of course, upon getting permission to hold the hearing, 
and the first witness will be Mr. Schoene. 

(Whereupon, at 11:50 a. m., a recess was taken to 2 p. m. the same 
day if permission to reconvene received. ) 

(The hearing was subsequently recessed ; the subcommittee to recon- 
vene at 10 a. m. Wednesday, March 13, 1957.) 
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WEDNESDAY, MARCH 13, 1957 


Unrrep States SENATE, 
SUBCOMMITTEE ON RariroAp RETIREMENT OF THE 
Com™MiITTEE ON Lazpor AND Pusiic WELFARE, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10:10 a. m., in the 
old Supreme Court Chamber, room P-63, the Capitol, Senator Wayne 
Morse, chairman of the subcommittee, presiding. 

Present: Senators Morse (presiding), Thurmond, Cooper, and 
Allott. 

Committee staff members present: Stewart E. McClure, chief clerk; 
Roy E. James, assistant chief clerk; John S. Forsythe, general coun- 
sel; Michael J. Bernstein, professional staff member; and Merton C. 
Bernstein, special counsel to the Subcommittee on Railroad Retire- 
ment. 

Senator Morse. The hearing will come to order. 

The first witness this morning will be Lester P. Schoene, repre- 
senting the railroad brotherhoods. 

Mr. Oliver, wouldn’t you like to accompany Mr. Schoene at the 
witness stand ? 

So that the record will show it, Mr. Oliver is the economic and 
statistical adviser of the railroad brotherhoods, in company with Mr. 
Lester P. Schoene. 

You may proceed in your own way, Mr. Schoene. 


STATEMENT OF LESTER P. SCHOENE, REPRESENTING RAILROAD 
BROTHERHOODS 


Mr. Scuorenr. Mr. Chairman, members of the committee, my name 
is Lester P. Schoene. I am a lawyer engaged in the general practice 
of law as a member of the firm of Schoene & Kramer, with offices at 
1625 K Street NW., Washington, D. C. 

I appear in support of the bill S. 1313, representing all standard 
railway labor organizations. All of the standard railway organiza- 
tions but one are members of the Railway Labor Executives’ Associa- 
tion. 

I have filed a written statement with the subcommittee which lists 
on the first page all of the organizations that are members of the as- 
sociation, and I would like to have the list of organizations copied 
into the record. I will not read them at this point. 

In addition, there is the Brotherhood of Locomotive Engineers 
which is not a member of the association, but I am authorized to 
appear for them, also. 
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Senator Morsg. The record will so show. 


Mr. Scuorene. I have summarized in my written statement the basic 
— of the bill, S. 1313. 


enator Morse. Mr. Schoene, are you going to read the statement? 


Mr. Scuoene. I am not going to read it, and I think it would be 
desirable to have it inserted. 


Senator Morsr. Without objection, the full statement will appear 
in the record. 


(The statement by Mr. Schoene follows:) 


STATEMENT OF LESTER P. SCHOENE WITH RESPECT TO S. 1313 ON BEHALF OF 
STANDARD Rartway Lasor ORGANIZATIONS 


My name is Lester P. Schoene. I am a lawyer engaged in the general practice 
of law as a member of the firm of Schoene & Kramer, with offices at 1625 K Street 
NW., Washington, D. C. 

I appear in support of the bill S. 1313, representing all standard railway labor 
organizations. All but one of the standard railway labor organizations are 
represented in Railway Labor Executives’ Association. That is an association 
composed of the chief executives of 22 standard railway labor organizations. 
The organizations represented in the association are the following: 


American Railway Supervisors’ Association 

American Train Dispatchers’ Association 

Brotherhood of Locomotive Firemen and Enginemen 

Brotherhood of Maintenance of Way Employes 

Brotherhood of Railroad Signalmen of America 

Brotherhood of Railroad Trainmen 

Brotherhood of Railway Carmen of America 

3rotherhood of Railway and Steamship Clerks, Freight Handlers, Express 
and Station Employes 

Brotherhood of Sleeping Car Porters 

Hotel and Restaurant Employees and Bartenders International Union 

International Association of Machinists 

International Brotherhood of Boilermakers, Iron Ship Builders, Black- 
smiths, Forgers and Helpers 

International Brotherhood of Electrical Workers 

International Brotherhood of Firemen and Oilers 

International Organization Masters, Mates and Pilots of America 

National Marine Engineers’ Beneficial Association 

Order of Railway Conductors and Brakemen 

Railroad Yardmasters of America 

Railway Employes’ Department, AFL-CIO 

Sheet Metal Workers’ International Association 

Switchmen’s Union of North America 

The Order of Railroad Telegraphers 


The only standard railway labor organization not affiliated with Railway 
Labor Executives’ Association is the Brotherhood of Locomotive Engineers. 
My appearance is on behalf of the association and the Brotherhood of Loco- 
motive Engineers; consequently, the statement I make is presented on behalf 
of substantially all the organized railroad employees in the United States. 

Railway Labor Executives’ Association has a standing committee, under the 
chairmanship of Mr. George M. Harrison, president of the Brotherhood of 
Railway and Streamship Clerks, Freight Handlers, Express and Station Em- 
ployes, which gives constant attention to the functioning of the railroad re- 
tirement and railroad unemployment insurance systems and to the development 
of recommendgations to the Congress from time to time of necessary changes in 
the laws governing those systems. All major changes in those laws in the past 
20 years have resulted from the adoption by Congress of recommendations so 
developed by that committee and reviewed and adopted by the association. The 
substance of the provisions of S. 1313 was developed in this manner, with con- 
sultation with representatives of the Brotherhood of Locomotive Engineers. 
The bill itself was drafted primarily by me, but with important advice and assist- 
ance from Members of the House and Senate, the legislative drafting services, 
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om agar staff members, and staff members of the Railroad Retirement 
Board. 

An understanding of the import of the bill, so far as the railroad retirement 
system is concerned, requires brief recapitulations of what occurred last year. 
In the last Congress, the standard railway labor organizations recommended the 
enactment of a 3-point program: (1) A general, though by no means universal, 
15 percent increase in benefits; (2) elimination of the preexisting actuarial 
deficit in the railroad retirement account and financing of the proposed increase 
in benfits through increasing the railroad retirement tax rate from 644 to 7% 
percent each on carriers and employees; (3) an offsetting income-tax saving to 
the employees through the exclusion of railroad retirement tax payments from 
gross income for income-tax purposes. 

When the time for adjournment of the last Congress was rapidly approaching, 
it became clear that Congress could not complete action on this entire program 
before adjournment. The Members of Congress and the organizations represent- 
ing the employees recognized, however, that some emergency interim action had 
to be taken to relieve the distress of retired employees who were trying to live 
on grossly inadequate incomes. The result was the enactment of Public Law 
1013, approved August 7, 1956, which generally increased retirement annuities 
by 10 percent but provided no increase or increases of less than 10 percent to 
the great bulk of survivor annuitants. No provision was made for eliminating 
the preexisting actuarial deficit nor for financing such increases in benefits as 
were provided for. 

It was understood by all ontmead that the action taken last year could not 
be regarded as a final disposition of the problem either with respect to the level 
of benefits or with respect to the financial adjustments necessary to maintain the 
actuarial soundness of the railroad retirement account. It was expected that 
the railway labor organizations would continue to devote their attention to these 
problems and would report to this Congress their recommendations for solution. 
The bill S. 1313 is the outgrowth of those deliberations. 

On the benefit side, the major change proposed is a general increase in all 
annuities (age and disability retirement, spouses’ and survivors’), pensions, and 
insurance lump sums by 10 percent. There are two minor exceptions: Certain 
minimum annuities now equivalent to the average monthly compensation earned 
in active service and certain widows’ annuities now being paid at a rate above 
the regular widow’s annuity in order to avoid a reduction below the spouse’s 
annuity being paid at the time widowhood occurred will be either not increased 
or increased by less than 10 percent. 

The necessity for these increases in benefit payments is readily apparent. 
The average retirement benefit now being paid, even with last year’s increases, 
is approximately $112, with age retirement benefits averaging about $115 and 
disability annuities averaging about $104. Annuities being currently awarded 
run a little higher, averaging $120 for all employee annuities currently awarded, 
$125 for age annuities, but only $103 in the case of disability annuities. The vast 
majority of survivor annuities are being paid under the minimum provision 
guaranteeing that the beneficiary will not receive less than would have been 
paid under the Social Security Act had railroad employment been covered by 
that act; in other words, notwithstanding the fact that our people are paying 
nearly three times the tax paid by employees covered by the Social Security Act, 
the great bulk of survivors receive no greater benefits than they would if rail- 
road employment were under the Social Security Act. 

With the cost of living at the highest that it has ever been in history, and 
apparently still rising, it should require little argument to persuade anyone that 
the relatively modest increase in benefits proposed in the bill is warranted. 

There are a number of other benefit changes directed to the elimination of 
specific inequities. 

At the present time, a disability annuitant who earns more than $100 in any 
month in nonrailroad employment (or engages in any railroad employment or 
service for his last employer) loses his annuity for such month. Consequently, 
one disability annuitant may earn substantially more than $100 in a particular 
month and lose only 1 month’s annuity, whereas another may earn just over 
$100 in each of several months, with total earnings less than the first annuitant 
but lose several months’ annuities. In order to eliminate such inequities, the 
bill would provide that annuities withheld with respect to months in which more 
than $100 is earned will be paid at the end of the year if the annual earnings do 
not exceed $1,200, and if the annual earnings do exceed $1,200 only 1 month’s 
annuity would be forfeited for each $100 of such excess, treating the last $50 or 
more of such excess as $100. 
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Three provisions of the bill are directed to the elimination of inequities as 
between the railroad-retirement system and the social-security system resulting 
from recent amendments to the Social Security Act. Two of these would permit 
women employees and spouses, respectively, who are otherwise eligible, upon 
election, to draw annuities beginning at age 62, but the amount of the annuity 
then awarded would be reduced by 1/180 for each month that the annuitant is 
under age 65 when the annuity begins to accrue. This is an actuarial reduction 
designed to keep the total value of the annuity accruing at the earlier age 
equal to the total value of an annuity beginning at age 65. Such optional ear- 
lier beginning dates are now permitted under the Social Security Act. Likewise, 
the Social Security Act now provides for the payment of an insurance lump sum 
(substantially a funeral benefit) upon the death of an insured employee, irre- 
spective of whether survivors are immediately entitled to monthly survivor 
benefits. On the other hand, the Railroad Retirement Act still provides for the 
payment of such insurance lump sums only when no survivor is immediately 
entitled to monthly benefits. The bill would eliminate this disparity between 
the two systems. The level of lump-sum benefits under the Railroad Retirement 
Act is somewhat higher than that under the Social Security Act, but the bill 
would impose a maximum limit of $750 upon such payments. 

The bill would increase the maximum creditable compensation per month 
from $350 to $400, beginning in July of this year. This increased creditable com- 
pensation would likewise be reflected in the computation of the residual lump 
sum which guarantees that there will be paid with respect to each employee, 
either in benefits during his lifetime or in survivor payments, an amount at least 
equal to his contributions with an allowance approximately equivalent to inter- 
est on his contributions. 

With respect to the work clause applicable to survivor beneficiaries, there is 
now a distinction between survivors residing within the United States and those 
residing outside. This discrepancy has caused complaint, particularly among 
survivors of railroad employees residing in Canada. The bill would make appli- 
cable to nonresidents the same work clause that now applies to residents of the 
United States. 

Part II of the bill contains the proposed amendments to the Railroad Retire- 
ment Tax Act. 

In line with the proposal to increase creditable monthly compensation from 
$350 per month to $400 per month effective with respect to compensation for 
service after June 30, 1957, the taxable compensation would be likewise in- 
creased. The rate of tax would also be increased from 614 percent of the taxable 
payroll to 744 percent each on carriers and employees. In the case of employee 
representatives, who pay the combined employer and employee tax, the increase 
would be from 121% to 15 percent. 

In addition to the foregoing proposals for immediate changes in the tax 
provisions contingent further increases equal to the scheduled step rate in- 
creases in the social security tax rate after 1965 are provided to go into effect 
beginning January 1, 1970, on condition that the social-security tax increases 
do in fact become effective as now scheduled. Under the financial interchange 
arrangements between the railroad-retirement system and the social-security 
system the railroad-retirement system is in effect charged with the equivalent 
of social-security taxes on railroad employment and is credited with the benefits 
that the social-security system would pay on the basis of railroad employment 
if it were covered by that system. Thus, if and when social-security taxes 
increase, the charge against the railroad-retirement system will correspondingly 
increase. One percent of the immediately effective noncontingent tax increases 
described above has been allowed to meet such increased charges to 1970, but if 
thereafter social-security taxes have risen as scheduled the additional con- 
tingent increases will be needed to meet these additional charges. 

These amendments to the Railroad Retirement Tax Act will eliminate the cur- 
rent actuarial deficit and provide for the financing of the additional benefits pro- 
vided for in the bill. The Railroad Retirement Board’s actuaries estimate that 
under the present law the railroad-retirement system is incurring an actuarial 
deficit of 2.98 percent of payroll. The additional costs resulting from the bill 
are estimated at 2.81 percent of payroll but the additional revenues to be 
derived under the terms of the bill are estimated on a level basis to equal 
5.42 percent of payroll. There is accordingly an excess of additional revenues 
over additional costs in the amount of 2.61 percent of the payroll. This excess 
of additional revenues comes within 0.37 percent of offsetting the estimated 
current deficit. It has generally been considered that if estimated costs and 
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estimated revenues come within 1 percent of payroll of balancing, the system 
is in financially sound condition. 

Part III of the bill contains the proposed amendments to the Railroad Un- 
employment Insurance Act. It is proposed that the daily benefit rates be 
revised so as to provide 60 percent rather than 50 percent of the daily rate 
of pay for the employee’s last employment in his base year up to a maximum 
of $10.20. Certain restrictions on the exclusion of Sundays and holidays as 
days of unemployment under certain circumstances would be eliminated. Also, 
with respect to days of unemployment the first registration period in a benefit 
year is placed on a parity with subsequent registration periods; in both 
instances payment would be made for all days in excess of 4 out of 14, instead 
of in excess of 7 in the first registration period as the present law provides. 

A matter that has been of major concern to the railroad employees in recent 
years has been the extent to which economic, technological, and other changes in 
the industry have resulted in the permanent displacement of employees with 
many years of service at ages when they are too young to retire but too old 
to find other employment. The payment of 130 days’ maximum unemployment 
benefits in such cases does not come near providing any adequate or equitable 
disposition of the claims such employees have on the industry. The bill there- 
fore proposes that when employees with at least 5 years of service unemployed 
involuntarily and exhaust their normal unemployment benefit rights they may be 
paid benefits for additional periods graduated according to length of service and 
ranging from 18 months in the case of employees with less than 10 years of service 
to 4144 years for employees with 20 or more years of service. 

In recognition of the higher earnings potential by reason of wage increases in 
recent years the bill would increase the minimum base year earnings necessary 
to qualify for benefits from $400 to $500. 

In line with amendments to the Railroad Retirement Tax Act the tax base 
would be increased from $350 to $400. 

Under the sliding scale of contributions in the present law contributions 
range from one-half of 1 percent of taxable payroll when the reserve in the 
account is $450 million or more to 8 percent of the taxable payroll when the 
reserve in the account falls below $250 million. In order to provide adequate 
financing for the improved benefits the bill would revise this sliding scale to 
range from 2 percent when the reserve in the account is $450 million or more 
to 4 percent when the reserve falls below $300 million. 

Although provision is made for the possibility of the contributions rising to 
4 percent, this does not mean that 4 percent will be required. Mr. E. L. Oliver 
will present information to the committee showing the extent to which the car- 
riers, through their employment practices, can control the actual cost that will 
be incurred. It is one of the purposes of the bill to provide a financial incentive 
to the carriers to stabilize employment and to reemploy in new jobs employees 
who are permanently displaced from their previous employment. 

This concludes my discussion of the terms of the bill S. 13813 which is before 
this committee for consideration. The committee should know, however, that 
this bill does not embody the complete program of recommendations which the 
standard railway labor organizations are making to the Congress. Our pro- 
gram this year, as last year, is a three-point program involving liberalization of 
benefits, increase in the railroad retirement tax rates, and exclusion of employee 
taxes from income for income-tax purposes. 

The third point in this program, the exclusion of employee taxes from income 
for income-tax purposes, is included in a separate bill which is H. R. 5551 in the 
House and will probably be introduced in the Senate shortly. That bill will 
require consideration by the House Ways and Means Committee and the Senate 
Finance Committee and for that reason its provisions have not been included in 
the bill that is before this committee for consideration. 

We found last year that a great many Members of Congress felt that there 
was ample justification for the exclusion of employee railroad-retirement taxes 
from income for income-tax purposes, but they likewise felt that for the same 
reasons’ employee social-security taxes and contributions to the civil-service 
retirement system should be given the same treatment. There was, accordingly, 
a feeling that preferential treatment of railroad employees was being sought. 
We have taken account of that sentiment and the bill H. R. 5551 applies to 
employee social-security taxes and civil-service retirement contributions as well 
as the railroad-retirement taxes. 
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Mr. ScHorne. I would like to devote my oral comments, Mr. Chair- 
man, to a brief explanation of the provisions of the bill itself and the 
reasons for our support of that bill. 

Senator Autorr. Mr. Schoene, would you mind doing something 
for me in about 3 or 4 minutes, Mr. Chairman, because I could not 
attend yesterday because of another committee meeting—would you 
mind reviewing what we did in this matter briefly last year so that I 
can interpret the bill in terms of that? 

Mr. Scuoene. I was just going to do that, Senator. I think it is 
necessary in order to comprehend the provisions of the bill and its 

urposes, insofar as the Railroad Retirement Act is concerned, to 
ave in mind what occurred last year. 

Our association last year recommended to Congress a 3-point pro- 
gram which included, basically, first, a 15 percent increase generally, 
although by no means universally, the railroad-retirement benefits. 

Secondly, the provision for eliminating the then-existing deficit in 
the Railroad Retirement Act and financing the new benefits through 
an increase in the contributions or taxes from 614 percent of the tax- 
able payroll—it is limited to $350 per employee per month—to 714 
percent on each side; that is, the carriers would pay the 714 and the 
employees pay 714. 

The third point of the program was an offsetting income-tax advan- 
tage to the employee by excluding the complete amount of the retire- 
ment tax on the employees from income taxation. 

Of course, you understand that the carrier contribution is already 
excluded by being deductible as a business expense. 

That program was presented and heard by the several committees 
of Congress but adjournment time came before action could be com- 
pleted and the result was that recognition on the part of the Con- 
gress of the necessity of taking some emergency action to alleviate the 
distress of the people who were receiving too little benefits, and re- 
tirement annuities were generally increased by 10 percent. 

The survivor benefit formula under the Railroad Retirement Act 
was also increased by 10 percent, but it had practically no effect in the 
actual distribution of benefits because the great majority of survivor 
benefits were already being paid under the minimum benefit provi- 
sion which guarantees that the benefit would not be less than it would 
be if employment had been under the Social Security Act and the 10 
percent increase in the Railroad Retirement Act formula did not, in 
most cases, bring it above that minimum; so we are still paying about 
90 percent or more of our survivor benefits under the Social Security 
Act formula. 

No provision was made for financing either the then-existing deficit 
or the cost of the new benefits and we went on record at the time and 
we are still committed to the proposition that provision must now be 
made for financing the then-existing deficit, the cost of the benefits pro- 
vided last year, and any new benefits proposed this year. 

That was the problem with which the association was confronted 
after the last Congress adjourned. 

As I think the committee knows, our association has a standing 
committee under the chairmanship of Mr. George M. Harrison, presi- 
dent of the Brotherhood of Railway and Steamship Clerks, which 
gives constant attention to the functioning of the Railroad Retire- 
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ment Act and the Railroad Unemployment Insurance Act, and the 
administration of those acts, and from time to time makes recommen- 
dations to the association for revisions of those acts. 

Upon review by the association, those recommendations, ‘when 
approved, are passed on to Members of Congress. It was that com- 
mittee and the association that tackled the problem that I have just 
reviewed, and out of consideration of the problems remaining from 
last year’s congressional action, together with the problems now con- 
fronting our retired employees, and those who look forward to retire- 
ment, that our committee went to work. 

We had the benefit of consultation with various Members of Con- 
gress, committee staffs, and I want to mention particularly that we 
received very valuable assistance through consultation with Congress- 

man Oren Harris, of Arkansas, chairman of the Interstate and For- 
eign Commerce Committee in the House; Congressman Wolverton, the 
ranking minority member of the House committee, both of whom have 
made these problems major concern of theirs for the whole period that 
these laws have been in existence. 

It was with their advice and consultation that we developed the 
program that is now embodied in S. 1313 and both Congressman 
Wolverton and Congressman Harris introduced the same bill origi- 
nally in the House as “H. R. 4353 and H. R. 4354. 

Thereafter, we asked the chairman of this subcommittee to intro- 
duce the same bill in the Senate which he did for himself and various 
other Senators who joined with him in sponsoring the bill. 

The bill has three parts. The first consists of amendments to the 
Railroad Retirement Act. The second, amendments to the Railroad 
Retirement Taxing Act, and the third, amendments to the Railroad 
Unemployment Insurance Act. 

With respect to the benefit provisions of the Railroad Retirement 
Act, the major benefit revision is a further increase in all benefits— 
this time I do not mean just retirement benefits as we did last year, 
but in all benefits, by 10 percent with only 2 minor exceptions. 

Senator Attorr. Is that 10 percent over what we did last year? 

Mr. Scnoene. Yes. To the extent that it was done last year. Bear 
in mind that I stated earlier that so far as your survivor benefits are 
concerned generally there was no increase in benefits because the 10 
percent increase in the railroad formula did not bring it above the 
social security minimum. 

There are two minor exceptions to the matter of a 10 percent 
increase. One is that under one of our minimum benefit provisions, 
certain annuities are being paid in an amount equal to the amount of 
the average monthly compensation earned while in active employment. 
We are not proposing to increase those annuities because we have not 
felt that we could suggest that annuities be paid in an amount in 
excess of the compensation earned while in active service. 

The other exception again relates to a minimum provision. We 
have a provision in the act that when a spouse is receiving a spouse’s 
annuity, during the individual employee’s retirement, and then the 
employee dies, the widow’s benefit shall not be less than what she was 
receiving as a spouse’s annuity, even though the survivor annuity for- 
mula might not pay her that much. 

We have not proposed any 10 percent increase on that minimum. 
There will be the 10 percent increase on the survivor annuity formula 
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and if that brings it above what the spouse’s annuity was, she will 
get the benefit of that increase but it won’t necessarily be 10 percent 
of what she was getting as a spouse and is guaranteed to receive as 
a widow. 

Those are the only 2 exceptions to the 10 percent across-the-board 
increase in benefits. 

There are a number of other provisions in the bill designed to 
eliminate specific inequities and I would like now to run through the 
bill briefly and indicate what those are and where they are provided 
for in the bill itself. 

The first provision in the bill, in section 1 (a), is designed to elimi- 
nate an inequity as between the Social Security Act and the Railroad 
Retirement Act. 

At the present time women employees who have 30 years of service 
may retire on full annuity, but only if they have the 30 years of service. 
If they have less than 30 years of service, they must be 65 years of 
age before they can receive any retirement annuity. 

Under the Social Secuirty Act, as amended last year, women em- 
ployees who are age 62 may retire upon their own election, receiving 
a reduced annuity which is actuarily computed to make the value of 
the annuity at age 62 equivalent to what it would be if they retired 
at age 65. 

All that section 1 (a) of the bill does is to permit our women em- 
ployees who do not have 30 years of service to make that same optional 
retirement at the age of 62. 

There is a corresponding reduction, as you will see on lines 4 and 5 
of page 2 of the bill, to compensate actuarily for the earlier receipt 
of the annuity so it is not a drain on the account. 

Section 1 (b) of the bill, which amends section 2 (d) of the Retire- 
ment Act, deals with the disability work clause, so called, that places 
a limitation on the amount that a disability retired employee may 
earn in employment outside the railroad industry without forfeiting 
his annuity for a particular month. 

Incidentally, that is related to the same subject to which Senator 
Barrett’s bill, S. 360, is addressed and which Senator Barrett dis- 
cussed before the committee yesterday. 

At the present time an annuitant who is retired for disability is not 
ermitted to work in the railroad industry or for the last employer 
y whom he was employed before he retired without forfeiting his 

annuity for any month in which he so works. 

However, in addition to that, if he earns more than $100 in any 
month in outside employment, he is not paid his annuity for that 
month. 

Senator Barrett proposes to increase that to $200 instead of $100. 
And I heard the Senator’s testimony yesterday. He suggested that 
$100 may have been a reasonable earning limitation at an earlier date 
but is no longer. 

I think the Senator does not fully appreciate the purpose of this 
clause. It is, in substance, not an earnings limitation at all, but a 
test, a pragmatic test, of whether an individual is really disabled or 
whether he has become rehabilitated to the point where he may be 
able to engage in gainful employment. Whether $100 is the right 
limit or whether it should be $150 or $200, I think, is a matter of 
individual judgment. 
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Our association did not feel that we should recommend any increase 
in that amount as a test of whether an individual continues to be 
disabled. 

If the committee should feel that it ought to be increased, I do not 
know that we would have any objection to it. It seems to me $200 
is rather high. 5 

Senator Atuorr. Mr. Chairman, I suppose it is all right if we ask 
these questions as we go along? 

Senator Morse. Certainly. ; 

Senator Atiorr. Mr. Chairman, I think I would ask Mr. Schoene if 
this would only apply to those sums based because of disability. 

Mr. Scuoene. That is right. 

Senator Auxorr. It is true and you have suggested that you saw fit, 
that if a man could earn as much as $200 a month, it does not indicate 
that he is disabled, as disabled as his annuity would indicate? 

Mr. Scuoene. That would be my feeling; yes. 

Senator Attorr. That is the feeling of you and the board? 

Mr. Scuoene. I think that Senator Barrett, in referring to it as a 
question of how much a person should be able to earn, sort of mis- 
conceives the purpose of the provision. It is a pragmatic test of 
whether you are really disabled, really as disabled as you purport to be, 

We do, however, recommend a change in the present provision based 
on this circumstance: that we find that sometimes in an individual 
month, someone may earn considerably more than $100, may earn four 
or five or six hundred dollars by reason of particularly advantageous 
circumstances and he loses only the one month’s annuity. 

On the other hand, another individual may earn just barely in 
excess of $100 for several months and he loses a month’s annuity for 
each month in which he earns in excess of $100. 

We have had complaints that that is not fair and that we ought 
to approach the matter similarly to the Social Security Act which 
permits all retired employees to earn generally up to $1,200 a year 
without forfeiting their annuities and if they earn in excess of $100, 
makes deductions by $100 units for the excess. 

We looked over the social security provision and we thought it was 
too complicated and would work too much hardship when it came to 
withholdings in excess, for excess compensation. 

We are consequently proposing that we continue to withhold an- 
nuities for each month in which a disabled employee earns over $100. 
But if it appears at the end of the year that he has earned less than 
$1,200, those withheld annuities will be paid to him. And if he has 
earned more than $1,200, we would withhold 1 month’s, continue to 
withhold 1 month’s annuity only for each $100 that he earned in excess 
of $1,200, treating the last $50 or more of the excess as equivalent to 
$100. That is what section 1 (b) of the bill would provide. 

Section 1 (c) of the bill 

Senator Coorer. Might I ask a question there, a concrete example ? 

Mr. ScHoene. Certainly. 

Senator Cooper. If, over a year’s period, say $1,800 was earned, 
would you treat that, taking each month at $100 to be deducte:! for 6 
months, that would be 6 months for which no benefit would be or could 
be awarded ? 
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Mr. Scnoene. That is right, assuming that there were 6 months in 
which more than $100 was earned because we do not withhold it in the 
first place for any month in which $100 or less was earned. 

However, if there were 6 individual months which had been with- 
held and then it appears that the total earnings were $1,800, any excess 
withholdings over 6 months would then be paid. 

Senator Attorr. May I inquire, how is it ascertained? The pres- 
ent amount is $50. 

Mr. Scuoener. One hundred dollars a month. 

Senator Atiorr. One hundred now. 

Mr. Scuoene. Yes. 

Senator Auxorr. Is that obtained by statement of the annuitant ? 

Mr. Scuoene. He is required under the law to report any earnings 
of $100 or more. And of course the Retirement Board makes ef- 
forts to police that and he is subject to penalties, not only criminal 
penalties but civil penalties if he fails to report. 

One of the reasons that a great many spouses’ annuities were not 
increased last year was that we have a ‘ceiling on the spouses’ annu- 
ities limiting them to no more than the maximum amount that could 
be paid as a spouse’s annuity under the Social Security Act. 

That ceiling was not changed last year and consequently many of 
the spouses’ annuities which were already at the amount payable un- 
der the Social Security Act were not increased. 

Section 1 (c) of the bill changes that ceiling by making it 110 
ercent of the amount payable under the Social Security Act, so that 
y reason of the subsequent changes in the formula for computing 

the annuities, those spouses will get their 10-percent increase under 
this bill. 

Senator Coorrr. May I go back a minute? 

Mr. Scuoene. Certainly, Senator. 

Senator Coorrr. I notice your statement: in order to eliminate 
such inequities the bill would provide that annuities withheld with 
respect to months in which more than $100 is earned, will be paid at 
the end of the year. I give you this case and ask you to tell me what 
the result would be. 

Suppose you had, say, for a period of 8 months, that there was an 
earning of $1,195. At the end of the year, then, would a benefit for 
12 months, a total of 12 months, be paid to the claimant ? 

Mr. Scuorenr. Any annuities that had been withheld with respect 
to those 8 months would be paid at the end of the year. 

Senator Coorrr. I want to get these figures just for example. 
Suppose it was $1,195 that was earned. It does not reach $1,200, 
and just take a figure that the benefit would have been, say, $100 a 
month. Would then the claimant get $1,200 at the end of the year? 

Mr. Scuornr. No. He would get the total benefits that had been 
withheld. Taking your example, let us suppose that in each of these 
8 months he had earned in excess of $100; it was so distributed that 
the total of $1,195 was earned with more than $100 being earned in 

each month. Then, during those 8 months, whatever the benefit, 
whatever the annuity was, would be withheld, but at the end of the 
year since he had earned less than $1,200 those withheld benefits would 
then be paid to him. He would not get any additional benefit. 
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Senator Coorrr. That is the question I asked. Under the present 
provisions of the law, the benefits would be withheld for 8 months 
and the claimant would be paid his benefits for 4 months ? 

Mr. Scuorns. That is correct. 

Senator Coorrer. But in the case I gave you, he would then be paid 
his benefits for the entire 12 months. 

Mr. Scuorne. That is correct; under the present provisions, yes, 
sir. 

Senator Cooper. Quite a large change, is it not? 

Mr. Scnoenr. In that particular case it is a very important change. 

Senator ne It is an extreme. 

Mr. Scuoenr. In that case it is a very important change. 

As I indicated, the reason for it is that under the present law if an 
individual had earned that $1,195 in 1 month, he would lose only 1 
month’s annuity; whereas the fellow who earns it over 8 months, earn- 
ing $100 a month or more in each month, loses 8 months’ annuity. 

Senator Coorrr. I know it is an extreme case, but if you just take 
as a figure, say, the benefit would be $100 a month, then the claimant 
would have what he had earned, $1,195, plus $1,200 or $2,895, and you 
take the same figures under the present provisions of the bill, he would 
have $1,195 plus $400. 

Mr. Scuoenr. That is correct. Those same figures, Senator, meas- 
ure the extent of the possible inequities under the present law because, 
if such an individual earned the $1,195 in 1 month, in your particular 

case he would wind up with $2,595 at the end of the year, whereas in 
your example he would have only the 4 months’ annuities and his earn- 
ings. 

Senator Atiorr. In that same respect, I wonder if another a 
has not been created here which—supposing a man received $600 in 
1 month. He would lose that month’s wages, or annuity. 

I a man earned, say, $150 over a 4-month period, which would be 
the same amount, he would lose 4 months. 

Mr. Scuoenet. No, because he would not be earning more than $100 
in any 1 month. 

Senator Attorr. I just stated that he did. 

Mr. Scuornr. You are speaking of $150 a month? 

Senator Atuorr. Yes . 

Mr. Scuoenr. Lam sorry. Well, there would be no inequity under 
the law as we propose to amend it because in both cases there would be 
no ultimate withholding of annuities. 

In the example you gave, 4 months would be withheld initially, but 
since the total earnings at the end of the year were less than $1,200, all 
annuities for the year would be paid. 

Senator Atxorr. Let us suppose, then, Mr. Schoene—I want to get 
this clear in my own mind—let us suppose that the man earns $600 
in 1 month and $601 the next month, all in 2 months, which would be 
a total of $1,201 for the year. And another man earns $150 in 4 months, 
or in 8 months, and an extra dollar in one of those 8 months which puts 
him over $1,201. Would they come out equally at the end of th» year? 

Mr. Scnorenr. Yes, they would under the bill as we propose it. 

Senator Attorr. In other words, even though the man who earned 
it in $150 slugs, so to speak, did it in 8 months, he would lose his annu- 
ity for those months as the months occurred ? 

Mr. Scuoene. But at the end of the year—— 
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Senator Atxorr. But at the end of the year he would still be aver- 
aged off against the other man who got his $1,201 also in only 2 
months ? 

Mr. Scuorne. That is correct. 

Senator Morse. Mr. Schoene, could I ask a question ? 

In the Board’s report to the committee 





Section: Disability Work Clause—the immediate effect of the change in dis- 
ability work clause would be comparatively small, about 1,300 annuities are 
withheld each month under the present provision. The effect of this change 
would be to reduce this average by less than 100. 

Now, what is the present level of benefits / 

Mr. Scuoene. The disability annuities being currently awarded 
average, I believe it is, $103 for December of last year 

Senator Morse. Let us take Senator Cooper’s hypothetical case. A 
man earns $1,195; $1,236 and $1,195. The total would be $2,481. 
Hypothetically, he is totally disabled. Under Senator Cooper’s hypo- 
thetical, he would have $2,431; under the present system he gets con- 
siderably less ; does he not ¢ 

Mr. Scuoenr. Yes. It depends on how those earnings are distrib 
uted under the present system, but conceivably 

Senator Morsr. Take the case Senator Cooper was talking about 
whereby you take 8 months away and leave him+. You take 8 months 
off $2,431, under the hypothetical, and that does not leave you very 
much to live on. 

Mr. Scuoener. Certainly does not. 

Senator Morse. So we have a problem here, it seems to me, also, of 
analyzing the individual effects of the hardships, that is, compared 
with the "proposal, from the standpoint of what is left in his pocket 
to live on if he is totally disabled. There is where your changes in 
cost of living, it seems to me, are a factor, too—if the result of your 
proposal is not to give to the totally disabled person an amount of 
money all out of reason to what we could say is fair and just for a 
disabled employee. 

Mr. Scuoene. I do not think it can be said that anybody is going to 
get any munificent living out of anything in this bill, as far as that 
is concerned, Senator. 

Senator Morse. Are you saying in effect that under the present sys- 
tem if an individual earns $600 in 1 month and only 1 month, he loses 
just for that month; but if he earns $101 for 9 months he loses 9 
months, the result is in many cases he is not left with enough to live 
on ¢ 

Mr. Scnoener. That is correct. I do not know that I can say many 
cases because, actually, as the Board’s report indicates, the portion 
that you have pointed out, there are not so many cases, actually. 

Senator Morse. That is my next question. I was a little surprised 
at this figure of 1,500 annuities. 

Mr. Scuoenr. I was, too. The number of complaints we have had 
about the inequities would lead me to believe that the situation oc 
curred more frequently. But I accept the Board’s report as to the 
frequency of it. 

Senator Coorrr. To continue on this hypothetical case, as Senator 
Morse has said, if the claimant were eligible for every month, and $103 
was averaged and he received $1,236, if there is a possibility, say, that 
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he had earned $1,199, under the formula his earnings over the year 
would be $1,199 plus $1: 236, which would be $2,435. 

So it does have the effect of inc reasing the total available moneys 
to a claimant. 

Mr. Scuorene. Yes; it does. 

Senator Coorrer. On the other side, does it also reduce the amount— 
has the possibility of reducing the total in other cases? For example, 
if a man had earned in 8 months, let us say, $1,800, then for the 4 
months that he did not earning anything he w ould vet $400 plus $12 
which would add to it, but in this case he would, for each month that 
he earned over—for the amount over $1,200 he w ‘ould be reduced $100 
for each $100 he could not secure benefits—is that it? I want to get the 
other side of it. 

Mr. Scuoene. It is not possible for him to get less than he would 
under the present law because we would not withhold any annuities 
for any month in which he earned less than $100. There is no change 
in that respect. 

Senator Coorer. Can you give me an example on the other side of 
thecoin? Ihave given you examples on one side. 

If the annual earnings do exceed $1,200, only 1 month’s annuity 
would be forfeited for each $100 of such excess, treating the last $50 
or more of such excess as $100. Will you give an example of such 
a case ? 

Suppose a man earned in 6 months $2,400, and for 6 months he did 
not have any earnings; how much would he receive under the proposals 
of this bill? 

Mr. Scuoene. In the first place, we would have withheld only the 
6 months’ annuities. He would have been paid his annuity for the 
other 6 months. There would be, in the case of $2,400 earnings, no 
payment at the end of the year because clearly in that case more than 
$600 in excess of the $1,200 has been earned. But he would not be re- 
quired to refund or do anything about the annuities that had been 
paid to him for the 6 months in which he had no earnings. 

Senator Coorer. What did that mean, then? Only 1 month’s an- 
nuity would be forfeited for each $100 of such excess—excess over 
$1,200 ? 

Mr. Scuorne. That’s right. But that has to be taken in its context, 
Senator. You have to understand that first there is no withholding 
of the annuities in any month in which no more than $100 was earned. 
But of the annuities withheld, no more than 1 month’s annuity would 
be forfeited for each $100 of excess over $1,200. 

Senator Atiorr. May I pick it up here a moment? 

Senator Morse. Let us stick with this. 

Senator Atxorr. I think it is very important. As I see it, Mr. 
Schoene, I think you ironed out inequities under $1,200. What I want 
to be sure is about inequities above $1,200, so I will address myself to 
that phase of it. 

Let us take an arbitrary amount and say that a man earns $1,208 
in 1 month. Now, he would lose 1 month’s pay—and you stop me any 
place in this thing that I do not follow through—would lose 1 month’s 
pay in the month that he received that; would he not / 

Mr. Scnorenr. That is correct. 

Senator Atiorr, At the end of the year he would still only have lost 
i month’s pay? 
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Mr. Scnoene. That is correct. 

Senator Attorr. The man who earns $151 in 8 months which is 
$1,208, would lose 8 months’ pay ? 

Mr. Scuoenr. It would be withheld. 

Senator Atiorr. It would be withheld, but it would still be withheld 
at the end of the year; would it not? 

Mr. Scnoene. It would not. 

Senator Antorr. What would happen? That is what I am trving to 
get at. 

Mr. Scrorne. The 8 months’ annuities that had been withheld 
would be repaid. 

Senator Atxorr. All except one? 

Mr. ScHorne. No; as a matter of fact, since we treat the last $50 
or more of the excess as $100, there would be no—— 

Senator Atxorr. If I raised this amount to—we will say——— 

Mr. Scuoene. If you made it $1,258 he would lose 1 month’s. 

Senator ALLorr. $1,238 and $157, then they would each lose 1 month 
only? 

Mr. Scuorenr. That is correct. 

Senator Atxuotrr. This fellow who earned $157—let us take that— 
would only lose 1 month’s. In other words, 7 months would be repaid 
to him ? 

Mr. Scuoenr. That is correct. 

Senator Auxorr. I think that answers my question. 

Senator Morse. Let us stay with Senator Cooper’s for a moment. 
Will you take us through that again ? 

Senator Coorer. I might say that my purpose in asking was so that 
T could see the effect of taking the case of a man whose total earnings 
over the year did not exceed the $1,200; the effect of this provision 
would be to give him 12 months of benefits. That increases his total 
available money. I had the impression from reading the statement 
that one other effect of this bill would be to correct some inequities 
on the other side, that if an unemployed person in several months of 
the year had earned a very substantial sum, and had some months in 
which he did not earn anything, that you would take into account the 
substantial earnings he had made in, say, 4 or 5 or 6 months of em- 
ployment and then he perhaps would not be permitted to draw benefits 
in the months in which he was not employed. 

Mr. Scuoene. That is wrong; that impression is not correct, and 
perhaps my written statement was too brief in failing to make that 
clear. 

Senator Coorer. Suppose that a man, worked 6 months and made 
$500 a month. That would be $3,000. Under the provisions of the 
act your fund, your retirement fund, would still be required to pay 
him for 6 months? 

Mr. Scuoene. That is right. Those 6 months would never be with- 
held? 

Senator Coorer. What is the meaning of this provision which 
says only 1 month’s annuity would be forfeited for each $100 of such 
excess over $1,200? What meaning does that have? 

Mr. Scnoene. It means this: That of the amounts withheld, you 
do not draw a sharp line at $1,200, is what I was trying to express in 
that sentence; that we do not say we will pay you all your withheld 
annuities if you earn less than $1,200 but none if you earn more than 
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$1,200. For each $100 in excess of $1,200 we retain only 1 month’s 
annuity of those withheld. 

Senator Coorrr. I still don’t understand the meaning of any time, 
if in any case where a month’s possible benefit would be forfeited, if 
he earned over $1,200, if there are other months when he was not earn- 
ing at all; is there any such case as that? 

Mr. Scnoenr. Senator, may I just say this: I am not asking you 
to enact the statement that I filed with the committee. If I was in- 
accurate or unclear in the statement that I filed, excuse me for being 
inaccurate or unclear, but I am not asking you to enact that. 

Senator Cooprr. Let me ask you this: Here is another hypothetical 
case. Take my original proposition where the claimant had earned 
$1,199. According to your first statement you say he would be en- 
titled to receive, then, the 12 months of compensation ? 

Mr. Scuoene. That is right. 

Senator Coorrr. Suppose, after earning the $1,195, there were 4 
months in which he had earned over $100 a month, would he be en- 
titled for those 4 months to draw compensation, also ? 

Mr. Scuorene. At the end of the year, also. 

Senator Coorrr. Then as I see it, there is no case, under the pro- 
visions of the bill which we are considering, in which the claimant 
would not receive benefits for a particular month if his total earnings 
were less than $1,200? 

Mr. Scuorenr. That is correct. 

Senator Morse. One other question. I find that in these retirement 
wage cases it is frequently difficult to find those hypotheticals in prac- 
tice. 

Now, assuming total disability on the part of Mr. X, could he earn, 
in your opinion, $1,200 in such a few months, 2 or 3 or 4, and if he 
did, does the procedure of your present act lead to a review of his 
case ¢ 

Mr. Scnoene. Yes; it does. The situation you pose, Senator, would 
be quite improbable but it could occur and I think perhaps sometimes 
does occur. 

Senator Morse. If it does occur, what happens? 

Mr. Scuoenr. If it does occur, the earnings have to be reported. 
There are both civil and criminal penalties for failure to report and 
it does result in an investigation. The Board is authorized at all 
times to require periodic and special reports on continuation of dis- 
ability. 

Senator Morse. Now, do the records of the Board show that in 
these cases where a man who has been granted total disability then 
proceeds to earn figures that approximate the hypotheticals that we 
have given you—are there some? The Senator from Kentucky and 
the Senator from Colorado ask if in those specific cases would there 
be a review of the disability finding itself? 

Mr. Scuorne. That is my understanding, that that is the practice. 

[ do know from personal experience and observation in the operations 
of the Board that they do review disability findings upon receipt of 
any evidence that there may have been a recovery from disability; 
and you have to have in mind, too, Senator, that we have not only total 
disability but occupational disability in this law. People who have 
more than 20 years of service, and who are disabled for work in their 











76 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


regular occupation, are entitled to retire on disability and so any 
review of a disability finding has to be made in light of that con- 
sideration. 

Senator Morsr. Now, would it be a fair interpretation to say that 
the type of case you are seeking to cover in this language is the case 
in which the individual has been disabled, does not earn the amount of 
money that we have been using in our hypotheticals, but earns a little 
more than $100 in some months, but less than $1,200 in the year? 

Mr. Scuoenrt. That is it. 

Senator Morse. You feel that that amount of money, plus the $1,200 
annuity, just does not give him too much to live on, and it is not just 
to disqualify him from receiving the slight amount of money that he 
earns over the $100 figure and at the same time deny him annuity for 
that month. 

Mr. Scuoene. I think that is a fair statement. 

Senator Cooper. May I extend it just one other step? Going to your 
idea of the purposes and philosophy of this kind of provision, I can 
understand from your explanation that a purpose of this provision is 
to increase, say, an average earning of $1,200 a year but a sum of an 
additional $1.200 from the fund, to provide a decent kind of living— 
I recognize that the case I am going to give you would be a very 
extreme case, but suppose in some instances you had X person who 
by his own good efforts and some good fortune earned as much as, in 
8 or 10 months, $3,500 or $4,000. Do you still consider that it would 
be the purpose, then, of the fund to add additional benefits to such a 
large sum ¢ 

Mr. Scnoenr. No. It could happen in that case. He would be paid 
2 months’ annuities, but he would, under the present law. 

Senator Cooper. I see some conflict there in the idea of a fund 
providing reasonable unemployment benefits. I wonder, then, if you 
have considered some limits, top limits upon the amount that a person 
could earn in periods of unemployment and when such a level is 
reached that it might make him ineligible for payments on the fund ? 
Do you understand what I am talking about ? 

Mr. Scnorene. Bear in mind we are dealing here with retirement, 
not unemployment. This fellow to begin with 

Senator Coorrr. I understand: retirement, yes. 

Mr. Scuoene. If the fellow, to begin with, has retired from the 
industry because he is disabled, he has been found either to have 10 
years of service and to be totally and permanently disabled for regular 
employment of any kind, or he has 20 years of service and has been 
found to be permanently disabled for work in his regular occupation; 
and that finding is constantly subject to review. 

Now, that is the kind of fellow you have to begin with. 

As I said earlier, this $100 a month is a pragmatic test of whether 
he may have recovered from his disability. All we are saying here 
now is average it out over the year and instead of doing it month by 
month. 

Senator Atiorr. What is a year in the sense it is used here? 

Mr. Scuoener. Calendar year. 

Senator Atntorr. January to January. That raises another ques- 
tion. I want to bring this within the realm of possibility because I 
have known of several people who were retired who have gone into 
this field, who have gone into the field of selling real estate as real- 
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estate agents. They have a wide acquaintenance on the railroad. It 
does not require any particular hours. It is a wonderful field for 
these people to go into, especially in an area that is booming. 

I want to say that I approve of it. I think it is wonderful. 

Suppose, for example, a man in December would earn a $3,000 
commission or a series of commissions totaling $3,000. Now, that is 
not outside of the realm of probability. That would only take a 
couple of modest sales and it would only take one sale of $60,000 in 
order to do it. What he would lose, he would lose 1 month. He 
would lose his payment for December. 

Now, he does not lose anything the next year, does he? 

Mr. ScHoene. No. 

Senator Atxorr. So in that instance, and to that extent, limited as 
it may be, it would be an inequality as between these few people who 
get into this classification, is that so? 

Mr. Scuoenz. That is right, yes. I have never found any way in 
which you can eliminate all inequalities or all inequities in every con- 
ceivable case. 

Senator Atiorr. And it is true here, also. 

Mr. Scuoene. That is no problem that is created by the present 
bill. That is a problem under the present law. 

Senator A.xotr. I think that there was a place in there that this 
thing would not work out and I just wanted to find out where it was 
and I realize it would be very rare. 

Now, one other thing. The way this general act has always been 
set up, where you have a given contribution on each side, there is no 
incentive or too much incentive for the man or woman and almost none 
for the railroad to find work, a clerkship or something of that type, for 
the man who is disabled because it is not based on an experience table 
such as, for example, the laws of my State on unemployment or those 
in many other States. There is no incentive because of the straight- 
line features of this to find work for a man who may be completely 
disabled for the old job that he was holding, but who might not be 
completely disabled for every other job that exists in a railroad. 

Mr. Schoener. Well, when you say exists on a railroad, I would 
make that broader and say other jobs outside the railroad industry. 

You are perfectly correct, Senator, and bear in mind again that we 
are talking about retirement, not unemployment. I am going to 
unemployment in a few minutes and it will 

Senator Atiorr. That is correct. 

Mr. Scuornz. I have been troubled for many years about the fact 
that we do not have a real rehabilitation program for these disabled 
people. I hope sometime we can develop a practicable one. But you 
are perfectly correct in saying we have none now. 

Senator Atxorr. I particularly wanted to bring out the point that 
this does not provide any incentive for the man, particularly, and it 
certainly did not provide any for the employer as long as you have 
it on a straight-line method. 

Mr. ScHoene. That is correct. You are entirely correct about it. 

Senator Atxorr. I think that clears up my questions now. Thank 
you. 

Mr. ScHornt. May I proceed, Mr. Chairman? 

We have spent, I am afraid, a disproportionate amount of time on 
one provision of the bill, and while I had intended to take up the bill 
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section by section I do want to leave enough time to Mr. Oliver so he 
can present some very important phases of the bill; and I will conse- 
quently skip those provisions of the bill that are merely technical and 
conforming. 

Senator Morse. A slight interruption. You are dealing with a 
matter of procedure. Let me say that the Senator from Kentucky, 
Mr. Cooper, has agreed to continue these hearings this afternoon and 
we will continue with the witnesses as scheduled, taking them in order; 
and after you finish we will hear Mr. Oliver, and then the next witness 
will be Mr. Fain, and the witness following Mr. Fain will be Mr. 
Stack. 

I, unfortunately, cannot be here this afternoon. I want the Senator 
from Kentucky to know that I appreciate very much his presiding 
over these hearings in my absence. 

Mr. Scuoene. The next section of the bill I want to discuss is sec- 
tion 1 (e) appearing on page 3. That is the next substantive provi- 
sion. That again is a provision to eliminate an inequity between our 
present system and the Social Security Act as amended last year. It 
does the same thing with respect to spouses as section 1 (a) does with 
respect to women employees. That is, permit them to elect to receive 
a reduced annuity at age 62, equivalent in value to what their annuity 
would be at age 65. The Social Security Act now permits such elec- 
tions and we propose to make the same option available to spouses 
under the Railroad Retirement Act. 

Senator AuLorr. Mr. Schoene, in the course of the year I have re- 
ceived many, many letters from women who felt that our actions of 
last year did not take care of them and left them out in the cold. In 
fact, I think I have many dozen letters to that effect in my office. I 
would like to have you make a statement, if you will, as to what the 
situation was and why those people were left out. 

Mr. Scuoenr. When you are speaking of women you are dealing 
with two categories: either spouses or survivors. 

Senator Auiorr. They are mostly in the survivor class. 

Mr. Scnoene. Yes. The reason they were left out is that in the 
emergency action taken when Congress was about to adjourn, only a 
10 percent increase in the survivor formula was provided, which was 
inadequate to bring the Railroad Retirement Act survivor formula 
above the social security formula and since we already had a minimum 
provision that they would not receive less than they would have if the 
railroad employment had been covered by social security, they re- 
ceived either no increase or less than even the 10 percent increase. 
I think their complaints are entirely justified and we are proposing in 
this bill to remedy that bill by increasing the minimum to 110 percent 
of the social security formula so that even if they continue to be un- 
der the social security minimum, they will receive a 10 percent in- 
crease under this bill. 

Senator Attorr. Just so the record may be complete, last year when 
we had hearings and there were numerous controversial items, as you 
remember, with respect to the legislation then pending, and it ap- 
peared that we were getting, to some extent, an emergency situation, 
I think you will agree that at that time the committee, including my- 
self, relied to a great extent upon the representations of the railroad 
people as to what should be done to tide this over for another year 
until we could adequately finance it. Is that a fair statement? 
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Mr. Scuornr. I think that is a fair statement. It was entirely 
emergency action. 

What could be done was very considerably controlled by the fact 
that no one wanted to go too far into the red, so far as the Railroad 
Retirement Act is concerned. And there is no question that the in- 
crease in benefits was inadequate and since there was no provision 
made for dealing either with the pre-existing deficit or financing the 
increased benefits, it was clearly inadequate on the financial side and 
that is, both of those things are things we are here to correct now. 

Senator Atiorr. Thank you. 

Senator Morse. They would be corrected by this bill, S. 1813, would 
they not ? 

Mr. Scuoenr. Yes, sir. 

Section 2 (a) of the bill revises the formula for computing retire- 
ment annuities by increasing each of thé factors by 10 percent and 
will result in an increase in all of the annuities by the 10 percent. 

It also takes into account the fact that the creditable compensation 
will rise to $400 per month beginning July 1, 1957. That is the sig- 
nificance of the change of $200 to $250 appearing on line 1, page 4 of 
the bill. That refers to the excess over $150 which is now $200, bring- 
ing a total of $350 that is changed to $250 in excess of $150, making it 
a maximum total creditable compensation of $400 per month. 

Section 2 (b) also is related exclusively to the change in creditable 
compensation from $350 per month to $400 per month. 

Section 3 adjusts the minimum benefit, minimum retirement bene- 
fit provisions. 

Senator Atiorr. May I interrupt you and inquire about the situ- 
ation there? Of course, the bill which we have before us has only 
the proposed amendments, so without having the original act in front 
of me and having time to compare it and study it, 1 have to depend 
on others for this information. 

Now, do I understand that that means a man and his wife would 
receive up to $500 a month ? 

Mr. Scuorne. No. When I refer to creditable compensation, I am 
referring to the earnings while employed which are used as a basis 
for computing the annuity. 

In other words, at the present time, if an individual earns $500 a 
month, he is credited with only $350 of that in the computation of 
his annuity. 

Senator Attorr. Raising that amount 

Mr. Scuoensz. This is raising that amount both for credit pur- 
poses and, as I will explain later, for tax purposes, to $400. 

Senator Auitorr. Now, may I ask this: If you or any one of your 
staff has or is going to place in the record any comparison of these 
amounts related to other. industries or to social security 

Mr. Scuornz. The present amount of $350 is the same amount as 
is credited under social security today except that under social secu- 
rity it is done on an annual average basis of $4,200 a year instead 
of $350 per month that we have in the act. 

I do not know of any specific bills pending but I have been in- 
formed that there is consideration being given to increasing that 
$4,200 presently in the Social Security Act to $4,800. 

Senator Morse. May I interrupt at the moment? 
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My administrative assistant has just called me from the hearing 
on an emergency matter. I want to make an announcement. 

My colleague, Mr. Thurmond, has arrived, and to demonstrate com- 
plete nonpartisanship in the hearing, he joins with me in inviting 
the former chairman of this subcommittee, the Senator from Ken- 
tucky, to preside at the hearings for the rest of the day. 

Senator Coorrr. I appreciate your nonpartisan compliments. 

Senator Attorr. One other question on that. What I am getting 
at, I think, is something that is very obvious and I do not want to be 
devious about it. I want to come straight to it, which is this: 

Have you drawn any comparative charts or graphs which would 
indicate how much this throws, would throw railroad retirement out 
of line, both as to benefits and as to costs, with respect to social secu- 
rity and with respect to other existing industrial or other plans of 
this nature? 

Mr. Scuoent. I was coming to that a little later, Senator, but I will 
be glad to deal with it right now. I would just as soon deal with it at 
this point. 

In making comparisons between the railroad industry and other 
industries as to the level of the retirement benefits, and the costs of the 
retirement benefits program, consideration has to be given to a number 
of factors that are very complicated and the information available on 
it is not nearly as adequate as I would like to see it. Primarily, con- 
sideration must be given to the fact that the social security system pro- 
vides a general social insurance program whose purposes are very 
largely broad social purposes as Sistinguished from the purposes of 
staff pension plans. Both in its inception and its development, the 
social security system has been designed to keep indigents off the 
welfare rolls, to put it bluntly, and without too much regard to length 
of service or amounts of earnings while employed. 

The fact that it is that kind of a system has had its effects both on 
the retirement system and on the development of staff pension plans in 
other industries. 'The railroad retirement system started out as being 
primarily what we would call a staff pension plan. It was designed 
to replace the pension plans that had been in effect in the industry on 
a voluntary basis for many years and which were closely related to 
level of earnings and length of service while in the industry. 

In order not to omit railroad employees from the benefits of the 
social insurance plan, developed in the Social Security Act, we have 
felt that we should recommend to Congress from time to time and 
Congress has agreed with us from time to time, in providing through 
the railroad retirement system the same kind of social insurance plan 
that the Social Security Act provides in other industries. We have it 
in various features, particularly in our survivor-benefit program, in 
our minimum provisions that the benefits will never be less than they 
would be if the railroad employment had been under social security but 
we have continued to carry in the railroad retirement system what is 
essentially a staff pension plan superimposed on a social insurance 
plan. 

In other industries supplemental pension plans have been very 
widely developed by reason of collective bargaining. They are gen- 
erally correlated to social security so that the supplemental pensions 
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that are paid are in addition to the social-security benefit that is paid. 

Those plans differ widely and they are by no means universal. But 
in the basic industries, the large industries, comparable to the railroad 
industry, they have become virtually universal. Consequently—let 
me add this also at this point—that predominantly those supplemental 
pension plans are noncontributory. In other words, the employer 
pays the entire cost so that from a cost standpoint the employees 
covered by those supplemental pension plans are relatively in much 
better position than railroad employees because they contribute only 
their 50 percent to the basic social-security benefit and contribute 
nothing to the supplemental plan. 

On the other hand, the employers, with respect to those supple- 
ments are relatively worse off than the employers in the railroad 
industry because the employers in the railroad industry contribute 
only one-half of the entire cost of the basic social-insurance benefit, 
plus the staff pension benefit. 

Now the most complete information available on the specific subject 
of comparing the railroad retirement benefits and the costs of the 
railroad retirement system with the combined social security and sup- 
plemental pension systems in other industries, is a study made by the 
Chief Actuary of the Social Security Administration which was pub- 
lished in the Labor Law Journal for May of 1956. 

Senator AtLotr. What law journal ? 

Mr. Scuornr. Labor Law Journal, a publication of Commerce 
Clearing House. I think it is an objective and unbiased study, cer- 
tainly it is in no way slanted or biased toward railroad labor. I have 
known the author for a good many years and think he is a very capable 
man, but no particular friend of railroad labor. That article shows, 
as of approximately a year ago, that the benefit payments resulting 
from combined social security and supplemental payments in other 
major industries compare very favorably with those provided under 
the Railroad Retirement Act. 

For illustrative purposes, Mr. Myers took a typical case of a worker 
who retires at age 65 after 30 years of service with average earnings 
of $250 a month. 

Senator Atxorr. In railroad work? 

Mr. Scuorenr. He takes that as a typical case for comparison be- 
tween railroad and these various other plans. Such an individual un- 
der the Railroad Retirement Act would get an annuity of $144.90 as 
shown by the table appearing at page 272 of the Labor Law Journal 
and he compares that with the plans in effect in the Aluminum Com- 
pany of America, the Amalgamated Clothing Workers, American Tele- 
phone & Telegraph Co. and—let me count them—25 other plans in ef- 
fect in major industries. Many of the benefits under those plans come 
very close to the $144.90. Very few of them fall much below. Many of 
them are above the railroad figure and they range up to as high as 
$257.25 in the case of the Grumman Aircraft Engineering Corp. The 
supplemental plans are identified as contributory and noncontributory. 
They are predominantly noncontributory. In other words, the em- 
ployer pays the entire cost. 

Now, I think that the information contained in that article is of 
sufficient interest that I would like to request, Mr. Chairman, that it 
be copied into the record and duplicated. 
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Senator Atrorr. Mr. Chairman, I was just going to request that 
myself and I would request that it be done. I think the article might 
be of great interest on this general subject and have it included in the 
record. 

Senator Coorrr (presiding pro tempore). Without objection 

Mr. Scuornsz. I don’t have enough copies to distribute it around. 
That is why I ask that it be reproduced. I will furnish the reporter 
a copy. 

Senator Coorrr. Without objection it will be included. 

(The article referred to follows:) 





{Reprinted from the May 1956 issue of Labor Law Journal, published and copyrighted 
1956 by Commerce Clearing House, Inc., Chicago 30, Ill. All rights reserved] 


FINANCIAL IMPACT OF PENSION COSTS ON THE RAILROAD INDUSTRY 


(By Robert J. Myers) 


The belief that the railroad industry has a tax burden for pensions 
as compared to other industries is not the case. However, this was 
true 15 years ago, as an examination of the tax and financing basis 
and philosophy of the railroad retirement system shows. Proposed leg- 
islation would raise benefits 15 percent based on increased employer and 
Federal-income-tax-exempted worker contributions to benefits. 


The approximately 144 million workers in the railroad industry receive re- 
tirement and survivor benefit coverage under the railroad retirement system. 
All other employees in private industry obtain such basic protection under the 
old-age and survivors insurance program of the Social Security Act (hereafter 
referred to as OASI). The railroad retirement system may be said to be a 
combination of an industrywide pension plan similar to private plans in other 
industries and a social insurance system, since it contains elements of both. 
In addition to the basic compulsory governmental programs, private pension 
plans have been established by many employers in general industry and, 
also, in some instances by railroad employers.’ 

The railroad retirement program provides considerably higher benefits than 
OASI. Accordingly righer costs and thus higher tax, or contribution, rates are 
involved. The primary purpose of this article is to examine the general finan- 
cial burden for pensions borne by the railroad industry, both historically and 
prospectively, as compared with that of other industries (including the OASI tax 
cost). In many instances, the costs for private pension plans supplementing 
OASI are borne entirely by the employer. Throughout the term “pensions” 
refers both to the appropriate governmental program and to supplementary 
private plans. In order to make such analysis, the history and philosophical 
basis of the railroad retirement program must first be considered.* Also, the 
development of the private supplementary plans of other large industries and 
employers will be briefly described. 

It is not clear whether the entire pension cost in a noncontributory plan is 
carried by the employer. It may be argued that in the absence of pensions, the 
unions would have asked for more wages so that actually where noncontributory 
pension plans exist, the employee indirectly pays part of the pension cost. 
Railroad wage negotiations currently do not involve pensions. Thus, the direct 
comparison of retirement costs as between railroad and nonrailroad employers 
may be open to certain questions and subject to limitations. This matter, how- 
ever, is to a considerable extent “circular” and can never be definitely pinned 
down, just as the dilemma of which came first, the chicken or the egg. Accord- 
ingly, this paper will examine the direct, visible facts and will not attempt to 
hazard any opinions as to what might have happened under other circumstances. 


1¥For a detailed analysis of these plans see Railroad Pension Plans Supplementary to the 
Railroad Retirement System (Railroad Retirement Board, 1949). 

2For a very thorough analysis of the backgrounds of the railroad retirement system, 
see Retirement Policies and the Railroad Retirement System (report of the Joint Com- 


“a on Railroad Retirement Legislation, S. Repte. 6, 83d Cong., (1st sess., January 9, 
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PHILOSOPHICAL BASIS OF RAILROAD RETIREMENT SYSTEM 


There is a long history of pension plans in the railroad industry. On an 
industrywide basis, railroad workers were the first to have any measure of 
retirement protection. Measured by today’s standards, those early plans were 
by no means completely satisfactory ; nonetheless, it should be recognized that they 
were a good beginning. 

The early plans were, on the whole, noncontributory and nonguaranteed, so 
that the retired employee had no absolute assurance of receiving pension pay- 
ments throughout the entire remaining years of his life. It has been stated, 
however, that in 11 reorganizations and receiverships before 1930, pensioners 
were adversely affected in only one case.* Furthermore, the pension payments 
were often discretionary so that the individual, both before and after retirement 
age, had no definite guaranty of a pension. Generally, the worker had to be in 
service at time of retirement, so there was considerable fear on the part of many 
that for one reason or another their services might be terminated before eligibility 
for a pension. Also, there was considerable conflict between labor and manage- 
ment in regard to organizing and recognizing unions so that labor generally feared 
that the pension rights would be held as a club over the worker’s head. 

The pressure of this dissatisfaction on the part of labor was augmented by 
the experience during the depression of the early 1930’s. The company pension 
plans had never been actuarially funded, but were largely on a short-term “‘pay- 
as-you-go” basis, with little accumulated reserves or contingency funds. As a 
result, with the sharp reductions in net operating income, the railroads in many 
cases reduced pensions and generally “tightened up” their plans. 

Labor’s dissatisfaction, that had been growing for many years, was thus 
brought to a head, and efforts were made to obtain a system administered by 
the Federal Government so as to rectify the undesirable results obtaining under 
existing company pension plans. Accordingly, in 1934 the first Railroad Retire- 
ment Act was passed, but in 1935 it was declared unconstitutional. 

Shortly afterward, in August 1935, the second Railroad Retirement Act was 
passed—attempting to avoid some of the constitutional difficulties in the previous 
act. In the first stages of testing the constitutionality of this act, it appeared 
that there again would be difficulties. The President of the United States called 
both parties together in an attempt to obtain a solution agreeable to all parties. 
After a number of meetings, a ‘“gentlemen’s agreement’”’ was reached under which 
the employers agreed not to contest the constitutionality of the law, and the 
employees agreed that the plan should be financed by equal contributions from 
employers and employees. Further, the employers received the very definite 
advantage of having pensioners under their existing plans taken over by the rail- 
road retirement system without any transfer of funds or direct charge therefor. 
The cost of these provisions is included in the overall cost of the system and 
thus might be said to be paid equally by employers and employees. Following 
this agreement, the third Railroad Retirement Act (1937) was enacted, making 
certain changes which were desired and agreed to by both parties. 

At the time the second Railroad Retirement Act was passed, the Social Security 
Act had already been enacted, although actually both pieces of legislation were 
proceeding through the Congress at the same time. Accordingly, for a short 
period, railroad workers were included in the OASI system, although this cover- 
age was eliminated by the second Railroad Retirement Act. 

Question might be raised as to why railroad workers were not continued in 
OASI and a supplementary plan for railroad workers developed—either by 
having the carriers modify their existing plans and set up new supplementary 
plans or by having a supplementary Government-administered plan. The first 
alternative, because of the pressures that had developed over the years, did 
not seem feasible at that time. Railroad workers wanted the assurance of 
relatively larger benefits than OASI would provide and believed that these 
benefits could be guaranteed only by a Federal system covering all railroad 
workers; the previous experience under the company pension plans had in so 
many ways been unsatisfactory that this did not seem to be the practical way 
of solving the problem. 

On the other hand, a supplementary plan established and administered by 
the Federal Government did not seem practical either. For one thing, there 
was no assurance that OASI would be found constitutional. For another, the 





® Murray W. Latimer, Industrial Pension Systems (1932), p. 653. 
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concept of private pension plans supplementing OASI was not very widespread. 
There was much talk that private pension plans then in existence would be 
dropped when OASI went into effect; actually this did not eventuate—very few 
pension plans were abolished in 1937, probably no more than in previous years 
under the normal tendency for a few plans to terminate for various reasons— 
for example, bankruptcy. In essence, then, railroad labor believed that the best 
way to obtain adequate retirement benefits was by having them all continued 
in a single system confined to the railroad industry, since the stability and gen- 
eral acceptance of OASI had not been established or tested. 

As originally developed in the 1937 legislation. the railroad retirement system 
bore some similarities to the earlier company pension plans, although there 
were marked differences. The general philosophy was the same, namely to pro- 
vide retirement benefits. The system was on a contributory rather than a non- 
contributory basis, probably for several reasons: to produce larger benefits; to 
provide vesting of benefits so that individuals with long service could receive 
retirement benefits at age 65 even though they were not in service then; and to 
provide labor with a stronger reason for having a voice in decisions made about 
the program. Since the plan was contributory, it was natural that there should 
be lump-sum death payments to assure each contributor that he or his benefi- 
ciaries would receive in annuity payments or in lump-sum death payments, as 
much as he himself had contributed. From an actuarial standpoint, it would 
have been perfectly equitable to have no death benefits, with forfeitures arising 
being used to provide larger annuities. However, people generally feel that 
their contributions, especially in a private pension plan, should be safeguarded 
and assured to them in one way or another so that the provision of lump-sum 
refunds in the railroad retirement system was understandable. 

Other features of the 1937 railroad retirement provisions are worthy of note, 
namely the crediting of prior service and the vesting of benefits. In general, 
those who had an employment relation at the time of enactment of the second 
Railroad Retirement Act in 1935 received credit for prior service (up to a maxi- 
mum of 30 years minus the amount of any subsequent service), regardless of 
the fact that no contributions were made directly for such service by either 
the employer or the employee. This was quite necessary for a smooth transi- 
tion, due to the existence of company pension plans which granted credit for 
service before 1937. This crediting of prior service was administratively feas- 
ible because of the earnings records for years in the past generally being avail- 
able in this regulated industry. 

More importantly, however, this granting of prior service credit would have 
been desirable in any case under the type of benefit formula adopted (based pro- 
portionately on years of service), in order for the railroad retirement system to 
serve the purpose of immediately providing retirement benefits in an adequate 
amount. In order to be really effective, a retirement plan should, as much as 
possible, provide adequate benefits for those currently retired when the system 
is established or at least for those retiring shortly thereafter. In that case, 
the purpose for which the program is established is really carried out in respect 
to those persons whose problems were really responsible for its establishment. It 
certainly does not seem logical to ignore these people and to promise large retire 
ment benefits deferred years into the future. In this respect the railroad retire- 
ment system made a very sound beginning. 

The original provisions of the 1937 act had full vesting of benefits. In other 
words, an individual with only a few months of service, obtained at an early age, 
was actually entitled to an annuity when he attained age 65 many years hence 
(although the resulting annuity amount, if small, was commuted to a lump 
sum). This was a complete swing of the pendulum away from the conceptual 
basis of the company pension plans which had virtually no vesting. As indi- 
cated subsequently, the pendulum has swung back somewhat. Certainly it 
does not seem essential, or even necessary, for a retirement system to provide 
deferred benefits for very short term employees. This is especially so if these 
individuals have the “basic floor of protection” of OASI. 

When the railroad retirement system was originally established, the wide- 
spread movement of workers in and out of the railroad industry was not generally 
recognized. Rather, the tendency was to think of all railroad workers as career 
employees; thus, the vesting provisions seem quite reasonable. With the ad- 
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vantage of hindsight, it can readily be seen now that, considering the vast flow 
of workers, many of whom acquire only a short peroid of railroad service, there 
should have been no attempt to provide complete vesting. Certainly, such indi- 
viduals either should not have been covered at all by the system, or should merely 
have refund benefits, both of which practices are general in current-day con- 
tributory private pension plans, 

When OASI was established, the same general philosophical concept was fol- 
lowed—namely, to provide retirement benefits for workers and, of secondary 
importance, lump-sum refunds. In 1939, the entire character of the OASI sys- 
tem was changed by eliminating these refunds and by adding both survivor pro- 
tection and increased benefits for retired workers who had certain types of de- 
pendents. 

The railroad retirement system continued throughout the early 1940’s to pro- 
vide retirement benefits only ; however, there was continual pressure from various 
sources, in large part because of the OASI changes, calling for changing its 
nature. In some quarters it was urged that railroad workers should be brought 
under OASI, thus obtaining survivor protection and taking care of the problem 
that many individuals would obtain coverage under both systems and fortuitously 
would be greatly advantaged or disadvantaged thereby. This viewpoint was 
further augmented by the successful development of supplementary private pen- 
sicn plans in many other industries that were specifically intended to take into 
account the OASI benefits. 

Railroad labor, however, feared that the choice was between the more liberal 
(and thus more costly) railroad retirement system and OASI—in other words, 
having only one or the other. The possibility of having both OASI and a sup- 
plementary railroad retirement plan was not seriously considered because of the 
fear that in any such transition, railroad workers might be left with only the 
lower OAST benefits. 

Accordingly, the policy of railroad labor was to urge the addition of sur- 
vivor benefits to the railroad retirement system so as to offset at least some of 
the arguments for a coordinated or integrated program with OASI. The ele- 
ment of movement back and forth between the two systems was recognized, 
however, in that the railroad survivor benefits established in 1946 were on a 
coordinated basis (such that earnings in both railroad and OASI coverage were 
combined to produce a single benefit, payable in effect by whichever system the 
individual was more recently employed). In 1948, because of the inflationary 
conditions resulting from World War II, railroad retirement benefits were in- 
creased by 20 percent, far less relatively than the rise in wages and prices. 

The survivor benefits provided by the 1946 amendments to the Railroad Re- 
tirement Act were on the whole larger than those payable under OASI. Natu- 
rally, the railroad workers believed that for the larger contributions that they 
paid for the entire system, larger benefits of all types should be available in 
all instances. 

In 1950, the OASI system was amended, and the benefit level was roughly 
doubled ; strong pressures arose for increasing the railroad survivor benefit pro- 
visions. Thus, for a period, despite the fact that the railroad retirement con- 
tribution rate was about four times that of OASI, its survivor benefits were 
significantly lower. Furthermore, subsequent inflationary developments im- 
pelled railroad labor to seek larger retirement benefits. Throughout, however, 
were the ever-present “shackles” of costs. 

In 1951, the Railroad Retirement Act was further amended to increase retire- 
ment benefits by 15 percent, to provide supplementary benefits for wives aged 65 
or over, and to raise survivor benefits to at least the level of those under OASI. 
These increases in railroad retirement benefits did not fully restore their ade- 
quacy (relative to wages) to that prevailing in 1937, a matter which will be 
discussed in more detail subsequently. 

In order to support the increased retirement and survivor benefits under the 
railroad retirement system without increasing contribution rates, certain de- 
liberalizations were made. Retirement benefits for short-service employees 
(those with less than 10 years of service) were eliminated. These individuals 
were given corresponding wage credits under the OASI system so that the rail- 
road retirement system profited by the excess of the railroad retirement con- 
tribution rate over the OASI contribution rate in respect to both the employer 
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and the employee contributions. As indicated previously, nonavailability of re- 
tirement benefits for short-service employees is a logical provision for a staff 
retirement system supplementary to the general social security system. How- 
ever, this change in respect to short-service employees was considered by some 
persons as going too far in regard to equitable treatment of this group, since 
these individuals are required to pay the higher railroad retirement contribu- 
tion rate, yet receive only OASI benefits, with—for all practical purposes—no 
recompense for the excess of railroad retirement over OASI taxes. 

The 1951 amendments *‘ went part of the way toward changing the railroad re- 
tirement system to a supplementary one. This was done in full as to the finan- 
cial basis (through the so-called financial interchange provisions) and in part 
as to benefits (through the dual benefit provisions and through subjecting rail- 
road employment to the OASI retirement test which, under OASI, benefits are 
withheld when an individual is engaged in substantial “covered” employment.° 

Under the so-called dual benefit provision, individuals are barred from re- 
ceiving both railroad retirement benefits based on railroad service prior to 1937 
and OASI benefits. There may be said to be certain logic in this provision, 
since in such cases prior service (for which no contributions were made) bulks 
large in the determination of the railroad retirement benefit, and indirectly in 
the OASI benefit as well, because of the nature of the OASI benefit formula. 
Nevertheless, it seemed inequitable to many persons to introduce such a restric- 
tion after the systems had been functioning independently for such a long 
period. In a sense, it appeared to be ex post facto legislation. This especially 
seemed to be the case because this provision was introduced at the same time 
a general 15 percent increase in railroad retirement benefits was legislated, and 
the publicity had been focused largely on this increase. If it had not been for 
a savings clause, many individuals would have received lower benefits from the 
railroad retirement system than they had been getting before the amendments, 
since the 15 percent increase would have been more than offset by the dual bene- 
fit reduction. Even so, there were protests from those who expected an increase 
but instead continued to receive the same amount of railroad retirement 
benefits. 

If the dual-benefit provision had been incorporated in the original legislation, 
it might have had more public understanding and acceptance. But coming as 
it did, after many individuals had counted on complete independence of the two 
systems, some remedial action seemed to be called for. The pressure was aug- 
mented by the 1952 amendments to the Social Security Act, which gave benefit 
increases to retired workers of either $5 a month or 12% percent, whichever 
was larger. For retired railroad workers affected by the dual-benefit provision, 
this “added insult to injury” because, on the one hand, their OASI benefits were 
increased, and immediately, on the other hand, the railroad retirement benefits 
were reduced by the same amount. Undoubtedly because of these factors, strong 
complaints were made to the Congress, and as a result on June 16, 1954, Public 
Law 398 (83d Cong.) was enacted, completely repealing the dual-benefit pro- 
vision retroactively to the date of its original enactment. 


CURRENT STATUS OF PRIVATE PENSION PLANS 


At the present time, more than 15,000 employers in the United States have 
formal private pension plans (exclusive of deferred profit-sharing plans). The 
great majority of these plans provide pensions that are supplementary to those 
under OASI. The plans differ widely as to their form and organization. A 
great many plans are administered by insurance companies, while others are 
self-administered (usually with the assistance of a bank or trust company). 
While most of these plans are of the insured type, the self-administered ones, 
being generally in the largest industries, cover more employees. Many of the 
self-administered plans came about, or were amended, as a result of collective 


For a description of these amendments, especially in regard to the financial inter- 
change and dual-benefit provisions. see Robert J. Myers and Wilbur J. Cohen. Railroad 
Retirement Act Amendments of 1951: Benefit Provisions and Legislative History, Social 
Security Bulletin (February 1952); and Robert J. Myers, Railroad Retirement Act 
—— of 1951: Financial and Actuarial Aspects, Social Security Bulletin (March 

Ds 

5 Under the social security amendments of 1954, effective in 1965, the retirement test 

applies to all earnings, whether or not “‘covered.” 
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bargaining agreements, largely following World War II. It is this type which 
is particularly important to consider in connection with the problem of the rela- 
tive adequacy and cost of the railroad retirement program. 

Amendments to plans already in existence generally took the form of providing 
for a minimum benefit including OASI, in line with provisions adopted in new 
plans. These minimums were found in such mass industries as steel, rubber, oil, 
automobile, and coal mining. In most instances, the plans are entirely separate 
for each individual company although they have the same general pattern (for 
example, the automobile industry). Other plans cover all workers in the same 
industry even though they are employed by different employers (for example, 
the coal mining industry). 

In the initial development of the pension plans under collective bargaining 
in the mass industries, several general characteristics were evident—some of 
which have changed over the course of time. Practically all these plans were 
established, and have continued, on a noncontributory basis (that is, the em- 
ployer paying the entire cost) ; the employee groups involved at the time such 
plans were established reiterated their support for the contributory principle 
in connection with OASI. 

The minimum benefit amounts in most of these plans have been independent of 
wage, being related to length of service and to OASI benefits. . The general pat- 
tern originally was that the supplementary plans would pay the excess of some 
flat amount (such as $100 per month) over the OASI old-age benefit (for retired 
worker alone) for those retiring at or after age 65 with a long period of service, 
such as 25 years or more. Pro rata benefits were provided for those retiring at 
or after age 65 with shorter periods of service, say, down to 15 years (for whom 
the payment under a $100 plan for 25 years of service would be $60 minus OASI.) 

Also, benefits are often provided for those permanently and totally disabled 
before age 65. In general, however, there are either no vesting provisions or 
relatively limited ones ; individuals in good health who separate from service be- 
fore age 65 frequently receive nothing in the way of immediate or deferred bene- 
fits. Monthly survivor benefits, other than those under OASI, are not usually 
provided, although group life insurance is general. 

This approach to benefit formulas is termed the “offset” method. Over the 
course of the last few years, there has been a gradual—and by now, almost com- 
plete—shift away from this basis, since any increase in social-security benefits 
under such a formula merely means a corresponding reduction in the private 
pension—a difficult matter to explain to the pensioners. Some plans, however, 
such as that in the coal-mining industry, always used only the “additive” ap- 
proach, with the amount of the supplementary pension being determined inde- 
pendently of the OASI benefit. 

An example of the transition from the offset to the additive approach is the 
Ford Motor Co. plan. Initially, $100 per month minus social security after 30 
years of service was provided. An additive-type formula was later introduced 
as an alternative. Currently, the monthly pension under the additive formula 
is $2.25 per year of service (plus OASI). It is likely that in the great majority 
of cases the additive formula gives a larger result than the offset formula. Ac- 
cordingly, it may fairly be said that this plan, in effect, has moved away from 
the offset to the additive method. 

Another example of transition from offset to additive basis is the United States 
Steel Corp. plan. Before the November 1954 amendments to this plan, benefits 
were determined under whichever of two formulas gave the larger amount: 
(1) 1 percent of the average last 10 years’ pay per year of service minus OASI 
and (2) $100 per month minus OASI after 25 years of service. Under the new 
basis the formulas are changed as follows: (@) 1 percent of last 10 years’ pay 
per year of service minus $85, and (b) $55 per month after 30 years of service 
($2 less for each year of service short of 30 years, applicable down to 15 years 
of service). The latter formula has, at times, been described as $140 less OASI, 
but, as in the first formula, the OASI benetit is “presumed” in all cases to be $85, 
whether it is more or less.” Thus the United States Steel formula is now on a 
completely additive basis. 








6The maximum OASI benefit for a retired worker before the Social Security Amend 
ments of 1954 was $85. Under existing law the maximum is $108.50, and an average 
monthly wage of $233 yields an $85 benefit. 
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The plans of several large rubber companies were changed in 1955 so as to 
eliminate the offset formula and have only an additive formula ($1.80 per year 
of service, maximum of 30 years). Next may be examined the general benefit 
level under supplementary private pension plans. The table on the following 
page gives illustrative examples for a worker retiring at age 65 with 30 years 
of service and a $250 average monthly wage for a number of selected plans 
(principally those in mass industries, including most of the large collective- 
bargaining plans). The figures relate only to the benefit for a retired worker 
and do not include additional benefits for dependents under OASI. Also ex- 
cluded are any survivor benefits, either under OASI or in the form of life insur- 
ance under group policies. A retired worker with a $250 average wage receives 
an OASI benefit of $88.50. 

For the individual considered in the table, the amount payable under the 
various private plans differs considerably. In most cases, the supplementary 
pension amounts to $55-$70 a month, although as little as $30—-835 for some 
plans and as much as $100 or more in others. The combined amount including 
OASI ranges broadly from $140 to $165, or well above half pay. In contrast 
with this, the benefit for a similar worker under the railroad retirement sys- 
tem is about $145, or somewhat below the general average range and consid- 
erably below the more liberal plans. 

It must be remembered that the employee contributions are considerably 
higher under the railroad retirement system (namely, 614 percent) than those of 
workers covered by both OASI and these private pension plans. Most of the 
private plans shown in the table are noncontributory, so the worker pays only 
the OASI tax (currently 2 percent). The employee contributions under the 
contributory plans listed are in the neighborhood of only 2 percent to 3 percent, 
so the total, including social security at the current 2 percent rate, is well below 
the railroad retirement rate. Thus it may be said that in order to receive the 
excess of the railroad retirement benefit over the OASI benefit (about $56 
in this case), railroad workers must pay half the cost of this excess benefit. 
Following through on this basis, it may be argued that the 30-year worker in a 
noncontributory plan who receives about $30 a month thereunder is as “well 
off” (from an individual equity viewpoint) as a railroad worker who receives 
an “excess” benefit over OASI. A worker similar to the one considered in the 
table who receives benefits under a supplementary plan in the average range 
of $55-$70 is better off (considering both contributions and benefits) than a 
railroad worker who must pay for half of his “excess” benefit. 

Moreover, due to oversimplification, the previous analysis has presented the 
railroad retirement system in a more favorable light than is actually currently 
the case. Since railroad retirement benefits are based on the average earnings 
over the entire period of creditable service, the amounts currently payable are 
considerably deflated because of the lower wages before the termination of 
World War II, which brought with it, both concurrently and subsequently, a 
substantial rise in wage level. Actually, retired employees under the railroad 
retirement system as of the end of 1953 who had 30 years of service received 
about $115 a month. If these employees had been covered under the OASI 
system, they would have been receiving about $75 a month; thus, the actual 
“excess” benefit currently payable to retired workers with 30 years of service 
is only about $40 a month rather than the $56 previously used as illustrative. 
Workers currently retiring under the automobile industry plans are receiving 
considerably more over the OASIT benefit than are railroad workers with similar 
employment records who have been contributing part of the cost of their benefits. 
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Examples of monthly amounts including OASI payable to retired worker at age 
65 after 30 years of service based on $250 average monthly wage* for selected 
private pension plans 








Plan From private} Total includ- 
plan ing OASI 

Aluminum Company of America ? ea a $55. 00 | $143. 50 
Amalgamated Clothing Workers 3. 50. 00 138. 50 
American Telephone & Telegraph Co---. 30. 75 | 119. 25 
Armstrong Cork Co.‘ 72. 50 161. 00 
Bethlehem Steel Corp.? | 55. 00 143. 50 
Cities Service Co.! 68. 75 157. 25 
Consolidated Edison Company of New York ! 76. 50 165. 00 
du Pont (E. I.) de Nemours & Co 95. 00 183. 50 
Eastman Kodak Co 75. 00 163. 50 
Firestone Tire & Rubber Co.? 54. 00 125.00 
Ford Motor Co.? | 67. 50 | 156. 00 
General Electric Co.‘ 7 58. 00 | 146. 50 
General Motors Corp.? 67. 50 156. 00 
Goodrich, B. F., Co.4 63. 44 151. 94 
Goodyear Tire & Rubber Co.? 54. 60 | 142. 50 
Grumman Aircraft Engineering Corp 168. 75 257. 25 
International Brotherhood of Electrical Workers 4 50. CO 13 
International Ladies Garment Workers’ Union 5 | 65. 00 153. £ 
Johnson & Johnson * 60. 75 149. 25 
National Maritime Union 55. 00 143. 50 
Standard Oil Company of Indiana ¢_- 94, 25 182. 75 
United Mine Workers of America. 100. 00 188. 50 
United States Rubber Co.2 54. 00 142. 50 
United States Steel Corp.? 55. 00 143. 50 
Westinghouse Electric Co.’ 51. 00 139. 50 
Railroad retirement ! 144. 90 


1 The concept of average wage differs among the plans considered. In some instances, it is computed 
over the most recent or highest 5-year or 10-year period, and in other cases it is computed over the entice 
period of employment. ‘‘Service’’ in all cases refers to service creditable under plan. 

2 Refers to collective-bargaining plan covering production workers. 

3 Men’s and boys’ clothing industry. 

4 Denotes plan under which employees contribute. 

5 Cloak and suit joint board. 

Note.—Above data do not include additional benefit of $44.30 payable under OASI if there is an eligible 
wife aged 65 or over ($40 under railroad retirement). 


On the other hand, it should be recognized that railroad retirement provides 
liberal monthly disability benefits, whereas there is none under OASI—although 
most collective bargaining private plans do have some such benefits. Also, rail- 
road retirement generally has more liberal vesting provisions for those who leave 
service before retirement. The survivor benefits under railroad retirement are, 
in most cases, no larger than under OASI. 

Finally, there may be considered the cost of these various supplementary plans. 
No precise, detailed figures are available for all of the plans considered in the 
table at page 272. However, a good general picture can be obtained for certain 
selected companies and also from a recent survey made by the Chamber of Com- 
merce of the United States for a large number of companies (Fringe Benefits, 
1953). In this latter study, the current employer cost as a percentage of total pay- 
roll in regard to retirement plans for companies with such plans were as follows: 


— , <A 
Industry | Number of Percent of 
companies total payroll 


Banks, ete 116 6.2 
Insurance companies ‘ 65 5.6 
Manufacturing 430 3.5 
Public utilities ‘ 107 6.2 
Trade (wholesale and retail) 28 2.5 


The above figures are broad averages, and there is considerable variation 
within each industry. For instance, in manufacturing, where the average cost 
is 3.5 percent of payroll, the variation by subindustries ranged from 8.8 percent 
of payroll for petroleum refining down to 2.8 percent for rubber and leather 
goods. It will, of course, be recognized that the degree of funding has an impor- 
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tant effect on such current costs—the more such funding, the higher the employer 
cost now and the lower later. 

The employer OASI tax rate must be added to the above figures to obtain the 
total employer cost for retirement benefits. In 1954 this was 2 percent of covered 
payroll (excluding earnings above $3,600 a year), which represents probably 
1.6 percent of total payroll. Adding this figure to the above costs of the supple- 
mentary plans indicates that in many industries the total cost of retirement 
benefits currently averages about 714 to 9 percent of payroll. 

The annual reports and financial statements of certain companies give data 
indicating the cost of supplementary pension plans. The computed ratio to pay- 
rolis for the latest available data are as follows: Bethlehem Steel, 4.7 percent 
(1953) ; American Telephone & Telegraph Co., 6.5 percent (1952) ; General Eleec- 
tric Co., 5.5 percent (1951) ; and United States Steel Corp., 7.4 percent (1953). 
When the 2-percent OASI tax is added (equivalent to about 1.6 percent of total 
payroll), the resulting total cost of retirement protection of employees is in most 
eases currently in the vicinity of 7 to 9 percent of payroll. 

Still another factor in the direction of higher pension costs for nonrailroad 
employers as against railroad employers is in the increasing tax schedule under 
OASI. The railroad retirement tax rate is scheduled to be level hereafter. The 
following table shows the employer rate under the two systems, both as actually 
in the past and as scheduled in the future (the employee rate is the same as the 
employer rate) : 





Rail- Rail- 
Calendar year road re- | OASI Calendar year road re- | OAST 

tirement 1 tirement 

Percent Percent Percent Percent 
og Se ea 2% Ge CR us Abt Rind ncnon naka nee 6% 1% 
NS Sn 3] mA i oes Fe 6% 2 
a ae 34} i aa mere 614 2% 
ae 3% 1 1965-69 Secen he ide datoaned 6% 3 
I SS ae | 5% 1 1970-74 cael a eas Seas 6% 36 
ee a Sa 6 | 1 1075 and after._........... ee 6% 4 
ES 6 1% 


During 1951-54, the OASI rates were applicable to the first $3,600 of annual 
earnings, while the railroad retirement rates applied to the first $300 per 
month. For 1955 and after, the OASI limit is raised to $4,200, and the railroad 
retirement limit is correspondingly $350 a month. 

In summary, therefore, it may be stated that there is a very considerable 
amount of retirement protection supplementary to that under the general OASI 
system. For most of the plans in the mass industries, these additional benefits 
arise without any contribution from the employees and for employees with 
30 years of service are roughly $55 to $70 a month for many plans (payable 
under the “additive” approach rather than the “offset” approach). Except 
for cases of permanent and total disability, the benefits are generally payable 
only to those who remain in service until retirement age. The employer in 
bearing the cost of these retirement benefits has a current total cost including 
OASI representing roughly 7 to 9 percent of his total payroll. To the extent 
that the employer is funding his past service credits or accrued liability, the 
eost of his private pension plan will be lower in the long run, but at the same 
time his OASI tax rate will be rising. 


CURRENT STATUS OF RAILROAD PENSION PROVISIONS 


When the railroad retirement system was established in the middle 1930's, 
the benefits provided were on the whole relatively larger than those generally 
available to workers in the mass industries, most of whom had only the promise 
of OASI benefits in the future. In fact, at the outset, the railroad retirement 
system, continuing the pension movement which had prevailed for many years 
in the railroad industry, was truly among the leaders in providing retirement 
protection for wage earners, paying benefits averaging about $65 a month. 
Accordingly, a larger financial burden existed for railroad employers. 

Since 1935, the situation has changed materially. The railroad retirement 
system is providing retirement protection which is somewhat below the stand- 
ards (including OASI) established by many leading industries, especially con- 
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sidering that the railroad retirement system is contributory, with the employees 
paying half the cost. Benefits under the railroad retirement system have not 
maintained their previous relative adequacy (as related to wages), despite 
benefit increases arising from the higher general wage levels, despite the 
20-percent benefit increase of the 1948 amendments and the 15-percent increase 
of the 1951 amendments (an aggregate increase of 38 percent), and despite 
the addition of wife’s benefits in certain cases (on the average representing 
an increase of about 15 percent). As a result, the average retirement annuity 
currently is about $100 a month, or only a 50-percent increase as compared 
with 1937, whereas during the same period wages and prices more than doubled. 

In many large companies the employer cost of retirement benefits including 
OASI is now running as high as from 7 to 9 percent of total payroll. The 
railroads now are paying 6% percent of covered payroll (up to $350 a month), 
which represents about 5.7 percent of total payroll. To this latter figure should 
be added the current $25 million annual cost of the railroads which have sup- 
plementary pension plans (primarily to provide retirement benefits on earnings 
in excess of the maximum covered wage under both OASI and railroad retire- 
ment); this brings the total cost to railroads for retirement benefits up to 6.1 
percent of total payroll. Thus, the railroad industry actually has a lower cost 
relative to payroll for retirement benefits for its employees than many other 
large industries. If retirement costs were related to the total cost of doing 
business (which does not seem to be the best measure), a different result might 
obtain, since in the rairoad industry wages generally make up a greater pro- 
portion of the total cost than in other mass industries. 

As indicated above, railroad employers are now paying considerably less 
toward the retirement and survivor protection of their employees than employers 
in most of the mass industries. This is true despite the fact that the establish- 
ment of the railroad retirement system took off the shoulders of the railroad 
industry the very heavy cost for pensioners at the time the system began. Fora 
few railroads, this cost was at that time higher than the employer contribution 
rate under the Railroad Retirement Act. If these private pension plans had 
been continued, many railroad employers would probably now be paying out more 
than they actually are under the Railroad Retirement Act (because the employees 
are contributing half the cost). It should be recognized that a factor operating 
in the other direction is that in the years prior to World War II railroad em- 
ployers in the aggregate paid much more in pensions relatively than did other 
employers. This might be considered to balance the fact that the reverse situa- 
tion is currently the case. 

While benefits under the railroad retirement system have not kept pace with 
wages (and to some extent, with prices), plans established in other large indus- 
tries subsequent to the railroad retirement system have, in many instances, pro- 
vided greater retirement protection (see the table at p. 272), especially consider- 
ing that under the supplementary plans the benefits are in most cases paid for 
wholly by the employer. This is even more pronounced when the effect of the 
increased OASI benefits under the 1954 amendments is considered. Accordingly, 
it seems evident that retirement protection for railroad workers, which 15 years 
ago was rather unique among the large industries, is no longer preeminent as 
to the provision of relatively substantial benefits. 

Correspondingly, the financial burden relative to payroll for pensions is now 
lower for the railroad industry than for many other large industries, whereas 
the opposite situation was true 15 years ago. This is especially the case consid- 
ering the rising trend of the OASIT contribution rates scheduled in the future as 
against the level railroad retirement rate. 


CURRENT CONGRESSIONAL DEVELOPMENTS 


A very significant development has occurred in Congress in the form of a bill 
strongly sponsored by the railroad labor organizations. In fact, in an almost 
unprecedented move, more than 80 Members of the House of Representatives 
have introduced identical bills, an indication of the strong interest and support 
that this measure has. This legislation would increase railroad retirement 
benefits by 15 percent, across the board. At the same time, in order to meet the 
additional cost, both the employer and the employee contribution rates would be 
raised by 1 percent—to 744 percent of covered payroll (up to $350 per month). 
Even with this increase, railroad employers would be paying less toward the 
retirement and survivor protection of their employees than do most other em- 
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ployers in the mass industries. At the same time, although the benefit level 
would more closely correspond to that of workers in other large industries, the 
employee contributions would be considerably in excess of those payable by most 
workers. 

There is, however, a very interesting and important feature in this bill that 
not only affects what railroad workers, in effect, pay toward retirement and 
survivor benefits, but also has important implications on general tax policy. 
This involves what might be termed “political magic,” since despite the increase 
in the employees’ contribution rate, there generally will be lower overall costs 
involved for them. The bill provides that the employee contributions to the 
railroad retirement system would no longer be subject to income tax (as is also 
the case, under existing law, for the benefits). This lower cost would arise for 
most individuals who now have sufficient earnings to pay income tax. For ex- 
ample, consider a railroad worker earning $350 a month and thus paying railroad 
retirement contributions of $263 a year at present. The bill would increase these 
contributions by $42 a year. If the individual were single, his currrent income 
tax (using the standard deduction and the tax table) is $665, but under the bill 
it would be reduced to $595 (based on 92% percent of $4,200, rather than on the 
full $4,200). Thus, his income tax is reduced by $70, and this more than offsets 
his increased railroad retirement contribution of $42. If this individual were 
married, his income tax would be reduced by $63—again far more than his 
increase in contributions. 

The income tax is not always reduced more than the railroad retirement con- 
tribution is increased, notably in the case of lower-paid individuals with depend- 
ents. For instance, consider a $3,000-a-year individual. His railroad retire- 
ment contribution is increased $30, as against an income-tax reduction of $45 if 
single or $43 if married and having no children, but as against no change in 
income-tax liability if he is married and has 3 children (since he then has no 
income tax). Likewise, a married man with 2 children who earns less than 

2,674 currently has no income tax to pay, so that the change to taxing gross 
pay less railroad retirement contributions does not help him, whereas he must 
pay 1 percent more railroad retirement contributions. 

The Secretary of the Treasury, in testifying against this income-tax exclusion 
for employee contributions under the railroad retirement system, pointed out 
that if this same exclusion were made applicable to OASI contributions as well, 
the overall loss in revenue to the General Treasury would be about $650 million 
to $750 million annually. Legislative developments along these lines in the 
coming months should be watched quite carefully, not only for implications as 
to railroad retirement financing, but also as to general tax policy. 


Mr. Scuorenr. Mr. Myers also observes in that study that costwise 
the railroads are not unfavorably situated as compared with these 
other industries when you take into account the combination of the 
social-security taxes and the cost of supplemental systems. 

There is another aspect, however, that I would like to comment on 
and upon which the information is even less adequate than on the 
subject that I have been discussing and that is railroad supplemental 
pension plans. The railroads themselves have recognized that rail- 
road-retirement annuities, as now provided, are not adequate retire- 
ment income. And a great many railroads have voluntarily and 
without negotiation, set up supplemental retirement plans. 

We have tried to develop some information on that subject. What 
we have been able to develop is inadequate. I understand that this 
committee has asked the Railroad Retirement Board to develop some 
information for it on the subject and I am very happy that that request 
has been made because it may result in the development of information 
that we have been trying to get. 

Such information as we have been able to develop indicates that 
there are at least 55 railroad supplemental pension plans, and to put 
that in its proper proportion, there are some 130, I believe, class I rail- 
roads in the country, and I would suppose that these plans would in- 
clude primarily the major railroads. I know they include a consider- 
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able number of the major railroads that immediately come to mind 

when you think of the railroad industry. They are nearly all correlat- 

ed to the railroad-retirement system. In other words, they either, in 

the crediting of compensation or by provision for offsetting the rail- 

road-retirement benefit against the company pension plan. “The com- 

pany pension plan is something paid over and above what is paid under 
‘ailroad retirement. 

In many instances those plans are limited either to officers or to 
officers and subordinate officials or to employees not represented by 
a labor organization. In other words, not covered by labor agreement. 
I was personally rather astonished to find the extent to which elab- 
orate discrimination is made against employees represented by a labor 
organization. I question the “legality of that discrimination under 
the Railway Labor Act because it is an obvious inducement to 
employees not to be represented by a labor organization and, of course, 
the Railway Labor Act prohibits any interference by a carrier with 
the free choice of employees in selecting representation. 

However, I don’t want to get on to that—that is another matter. 
The significant thing, however, is that the carriers have recognized, 
to a very extensive degree, the inadequateness of the railroad retire- 
ment system to provide retirement income and it is so correlated to the 

railroad retirement system that any increase in the railroad retirement 
Seendiin results in a corresponding saving to the carriers under those 
supplemental pension plans. 

Senator Coorrr. Results in what ? 

Mr. Scuorenr, A corresponding savings to the railroads under those 
pension plans. 

Now, I am in no position to tell you what the amount of those sav- 
ings would be, but it is something that you have to take into consid- 
eration when the carriers come here and tell you that they can’t af- 
ford the costs of these additional taxes required to finance the addi- 
tional benefits. 

In some instances, the savings may be rather slight where the sup- 
plemental plan is limited to a few officials. In others, it m: iy be quite 
great. As I say, we have not been able to develop enough informa- 
tion to be able to give an estimate of what those savings would be 
and I hope that the request that this committee has made of the 
Railroad Retirement Board to develop more information will shed 
some light on that subject because it does bear importantly on the 
issues that are before this committee. 

Does that adequately answer your question, Senator Allott? 

Senator Attorr. You would not contend that the railroads should 
not provide benefits for those who are not covered by contract as well 
as those who are, would you? 

Mr. Scuorenr. No; I am a bit disturbed by the unilateral manner 
in which these systems have been set up. 

Senator Artorr. I am sure that I, for one, would be very happy 
to see any, I am interested in seeing this one article you brought forth 
here which I asked to have put in the record, but I would be very 
interested in an analytical study of this. I am sure that the subcom- 
mittee will be, too. 

Senator Coorrr. May I suggest here that the Senator from Colorado 
asks for comparative information showing comparative benefits. I 
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would like to ask you, sir, and the other witnesses and also our coun- 
sel, if it is possible for the subcommittee to have made available to it 
information which would show comparative benefits under the Rail- 

road Retirement Act, and under the Social Security Act, that is, upon 
averages, and then any typical industrial plans. If you have any in- 
formation showing the scope of the supplementary railroad pension 
systems, I think that would be helpful to us at least to have such 
information as you have. I think it would be much better if the mem- 
bers of the committee agreed, we would get that submitted to us in the 
form of statements, factual statements. Is that possible? 

Mr. Bernstetn. I will certainly try to arrange it. 

Senator Cooper. Could you do that? 

Mr. Scuoenr. Insofar as other industries are concerned, and com- 
parison with the railroad industry, I think the most complete infor- 
mation available is in the article of Mr. Robert Myers that I have 
submitted for the record. 

So far as the railroad supplemental pension plans are concerned, it 
is my understanding that the committee has requested the Railroad 
Retirement Board to make an investigation of that subject and, as I 
have already said, I am very happy that that request was made be- 
cause I would like to get more information than we have been able to 
get. I have given you approximately all that we have been able to 

evelop. 

Senator Coorrr. May I suggest that because of the inadequacies of 
the information that perhaps you go ahead to discuss the bill ? 

Mr. Scnoenet. I think before I diverted to deal with the subject that 
I have just been discussing, I had reached section 2 (c) of the bill 
on page 4. That section deals with the minimum annuity provisions 
and revises all minimums by increasing them 10 percent, including the 
social security minimum, with the exception of the one minimum pro- 
vision that I have previously referred to, that is, those who are already 
receiving annuities equal to the amount of their compensation, their 
average exception while in active service are not increased. 

Section 3 (a) deals with the lump-sum benefits that are paid upon 
the death of an individual. That is substantially a funeral benefit. 
Under the present law, when an insured individual dies, we do not 
pay a lump sum if there are survivors immediately eligible to monthly 
survivor annuities. That used to be the situation also under the Social 
Security Act, but under last year’s amendments it was provided that 
the social security employees would, the survivors, would receive this 
lump sum funeral benefit even though there were survivors eligible 
immediately to receive monthly survivor benefits. 

Section 3 (a) would make the same provision under the Railroad 
Retirement Act and in that way again eliminate an inequity as be- 
tween the social security system and the railroad retirement system. 

I should say that the railroad retirement lump sums are somewhat 
larger than those under social security in recognition of the higher 
taxes paid by the railroad employees but in order to avoid having that 
differential become excessive as the years go on, we put a ce iling of 
$750 on the amount of such lump sums that will be paid. 

Section 3 (b) deals with another type of lump sum, the so-called 
residual lump sum. We have provided from the beginning in the 
Railroad Retirement Act that at the death of an employee, if there has 
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not been paid in benefits to him or since we have the survival benefits, 
an amount at least equal to his contributions to the fund, if the sur- 
vival benefits have been exhausted, plus an allowance in lieu of inter- 
est, that then there will be paid a lump sum equal to the difference be- 
tween the benefits that have been paid to him or on his behalf and the 
amount of his contribution. 

Section 3 (b) of the bill deals with that lump sum and adjusts it to 
take into account both the increase in the tax rate proposed by the 
bill from six and a quarter percent to seven and a half percent, and 
the tax base which the bill proposes to increase from $350 to $400. It 
carries forward in principal exactly what has been in the account since 
its inception but adjusts it to take account of those increases by way 
of increased rate and increased base. 

Section 3 (b) of the bill deals with the maximum and minimum 
provisions regarding survivor benefits and adjusts both maximum and 
minimums by a 10-percent factor so that the result is an increase in 
the maximum and the minimum by 10 percent. 

Section 3 (d) relates to a very minor matter concerning the work 
clause applicable to residents outside the United States. At the 
present time, any survivor beneficiary residing outside the United 
States, who engages in employment in 7 or more days in a month loses 
his annuity for that month. The bill would merely make applicable 
to those nonresidents the same work clause that now applies to resi- 
dents of the United States. 

Senator Coorer. Would you explain that more fully? What way 
would this change the present law ? 

Mr. Scnoene. I am not used to these microphones. 

Senator Atxorr. It isn’t the microphone. This room has terrific 
acoustics. I remember last year when Senator Douglas was pre- 
siding over some of our union welfare pension fund hearings that he 
used to get very annoyed sometimes, because I could not hear him, but 
the acoustics in this room are very bad. 

Mr. Scuornr. At the present time, the work clause applicable to 
our survivor beneficiaries is exactly the same as that under the Social 
Security Act which is rather complicated, but in substance amounts 
to this: That if a survivor beneficiary earns more than $1,200 a year, 
he loses a month’s annuity for each $100 of excess. In other words, 
something quite similar to the disability work clause we were talking 
about before. 

Now, that work clause is applicable to our survivor beneficiaries in 
the United States. But, again, following the social security work 
clause, the present Railroad Retirement Act provides that survivor 
beneficiaries residing outside the United States lost their annuities 
for any months in which they work more than 7 days regardless of 
the amount that they earn. 

We have quite a few employees of American railroads in Canada, 
particularly, and, of course, if they die their survivors continue to 
reside in Canada. We have had complaints from those people living 
in Canada that they are being discriminated against and we see no 
reason why we should discriminate against them and so what the bill 
proposes to do in that respect is to make applicable to them exactly 
the same work clause that would apply to them if they resided in the 
United States. 
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Does that clear it up, Mr. Chairman ? 

Senator Coorrr. It helped. We will have tc do some studying on 
our own. 

May I interrupt just a moment ? 

Ladies and gentleman, I would like to announce that we have with 
us a group of guests of the United States Government. This group 
of guests are themselves trade-union specialists and officials of various 
countries. I might say to you that this is a subcommittee of the Sen- 
ate Committee on Labor which is considering amendments and changes 
in the Railroad Retirement Act in the matter of retirement benefits 
and unemployment benefits to railway workers. 

I would like to introduce these ladies and gentlemen: 

Hans Evelynn Jensen, of Denmark; Valentine Emanuel Jesudoss, of 
Malaya; Mohamed Kabbaj, of Morocco; Abdul Majid bin Lamsah, of 
Malaya; U Wing Maung, of Burma; Chaudhry Rahmatullah, of 
Pakistan; Sten Valentin Sjoeberg, of Sweden; and the escort from 
the Department of Labor. 

We are glad to welcome all of you. We are awfully glad you are 
here. 

| Applause. | 

Senator Cooper. I think we will proceed until you finish. 

Mr. Scuoenr. All right. Thank you, Senator. 

Section 8 (e) of the bill on page 6 revises the formula for death, 
the average monthly remuneration upon which survivor benefits are 
based to take into account exceptions both on the railroads and in out- 
side employment up to $400 per month. 

Subsection (f) of the same section is further related to that same 
subject and would credit an average of $400 for the months beginning 
July 1, 1957, with $350 for the first half of 1957 and $400 a month in 
succeeding years. 

Section 3 (g) revises a series of figures in the section of the law 
dealing with the computation of the basic amount upon which survivor 
benefits are based, again to adjust them upward by 10 percent and 
affect the 10-percent increase in the survivor benefit formula. 

Section 4 makes a blanket increase of 10 percent in the pensions 
now being paid, that is, the pensions as distinguished from annuities. 
Those are the pensions that were paid under the Railroad Retirement 
Act of 1935 and survivor annuities being paid under former provi- 
sions of the law that permitted an a to elect to divide his 
annuity between himself and the surviving spouse if she should survive 
him. 

Section 5 deals with the effective dates of the other provisions. I 
will not review them in detail. It, in general, provides for making 
the provisions effective as of July 1, 1957, but with respect as to the 
disability work clause that we had so much discussion about earlier, 
that would be in effect for the year 1957 rather than merely the period 
beginning July 1. 

Then there is the usual provisions in section 5 (b) requiring the 
Railroad Retirement Board to make any necessary recertifications 
without requiring new applications. 

Now we come to part II, which covers the amendments to the Rail- 
road Retirement Taxing Act. I think I can deal with those quite 
briefly. I have already indicated that we propose in this bill—and 
part IT of the bill is the part that does it—to increase the tax rate paid 
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both by the employee and by the employer from 614 percent to 714 
percent. In addition to that, we would provide in the portions of 
the bill beginning at line 22 on page 6 and continuing through the next 
page and the balance of that section down to line 12 of page 10, that if 
and when social security taxes increase above the rate to which they are 
scheduled to increase in 1956, then the taxes provided under this act 
will correspondingly increase beginning in 1970. 

In other words, if, by 1970, social-security taxes have risen above 
234 percent on each side, the tax increases under the railroad-retire- 
ment system would also increase correspondingly and by the same - 
centage points. The reason for this provision is that we have in effect 
now a financial interchange arrangement with the social-security 
system by which the railroad-retirement system is, in effect, credited 
with the benefits that social security would pay if railroad employ- 
ment were covered by the social-security system, and we pay for that 
the equivalent of what the social-security taxes would be if railroad 
employment were covered by the social-security system. 

In the 714 percent proposed tax increase on each side, that is in the 
total of 15 percent, we have allowed 1 percent to cover future increases 
in the charge that is going to be made against the railroad-retirement 
system for increases in the social-security tax rate up to 1970. But 
if social-security taxes do increase as now scheduled, after 1970 we 
are going to have to have additional taxes to keep on a financially 
sound basis. 

We have put it on that contingent basis because there is very sub- 
stantial reason to believe that the social-security tax rates will not, in 
fact, increase as now scheduled. It is impossible for anyone to pre- 
dict very far in advance what the experience of the social-security 
system is going to be but we know from past experience that scheduled 
increases have been deferred and sometimes for very substantial 
periods of time. 

According to some estimates, if social-security taxes increase as now 
scheduled, there will be built up a reserve of well over $100 billion on 
which the Government would be paying interest through the issuance 
of obligations to the social security trust fund. 

A great many economists doubt seriously that we are ever going to 
build up any such reserve and that there is some likelihood that that 
will be avoided through death or cancellation of scheduled increases 
in those taxes. That is why it is on a contingent basis in this bill. 

Senator Cooper. Is this an anticipatory provision, a new type of 
thing with respect to the Railroad Retirement Act or is it included in 
other acts ? 

_ Mr. Scnorens. This is new. We have not had contingent future 
increases in tax rates before. We have heretofore always been on a 
level-tax rate. 

Senator Coorrr. Is there any particular reason why you want to 
place it in this bill in reference to waiting until such a contingency 
occurs and asking Congress for the authority ? 

Mr. Scnornr. There is. It may seem like an inadequate reason, 
but I think it is, nevertheless, a sound reason. 

We have always, since the inception of the railroad-retirement sys- 
tem, advocated—and Congress has proceeded on the basis—that the 
railroad-retirement system should be on an actuarially sound basis. 
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No actuary will tell you that you are on an actuarially sound basis at 
the present time if you do not provide a present commitment. 

Senator Attorr. Present commitment ? 

Mr. Scuorenr. A present commitment that a future contingent 
liability will be met if and when it arises. 

Now, insofar as the actual financial operations are concerned, there 
would be no difference if this provision were omitted from this bill 
and the Congress in 1969 took whatever action was required to meet 
whatever increases in social security taxes had then occurred. But 
in order to remain on the basis of an actuarially sound system, it is 
necessary for us now to write in the law that that obligation will be 
met if and when it arises. 

Senator Atuorr. Mr. Schoene, I would just like to make this re- 
mark: I do not question what you have said. I think it is the sincere 
desire of the board and, what is more important, all the railroad- 
men, because they are ones who are affected by this most, entirely, 
to keep this on a sound actuarial basis, but are we not straining at 
keeping it on a sound actuarial basis? 

I am going by memory, but at the time we commenced hearings 
last year, did it not show that this was already running $85 million 
a year over and then we went ahead and voted the 10 percent increase 
last year for part of this group. Isn’t this going pretty far to try to 
anticipate by 13 " 14 or 15 years the actuari ial needs at that time? 

Mr. Scuoene. I don’t recall the exact figure of $85 million, but I 
think that is approximately correct, Senator. 

When we—when I say “we”—I mean Congress with our concurrence 
and advice, increased benefits last year, of course it was with the 
definite understanding that steps would be taken this year not only to 
cover those costs, but the preexisting deficits and any additional 
benefits that might be proposed this year. 

Senator Atxorr. I might say that was my recollection of the agree- 
ment. I think that for that reason the essence of the bill is very 
much in order, to try and get this thing back on a sound basis. 

Mr. Scnorne. Well, as appeared from the testimony of the Railroad 
Retirement Board yesterday, the actuaries of the Board estimate that 
the enactment of this bill will cover the preexisting deficit, cost of last 
year’s amendments, and the amendments here proposed, and bring 
the income and outgo within balance with a difference of only thirty- 
seven hundredths of 1 percent of payroll which is regarded as being 
so closely in balance that for all practical purposes it establishes a 
sound system. 

Now, coming directly to your question, Senator Allott, I tend to 
agree with you that we are rather straining when, in order to maintain 
this actuarial balance, we are anticipating something like 12 or 15 
years in the future. Instead of relying on Congress to take the appro- 
priate action that is called for when the time comes, that is. And I 
think I can say—if I am wrong, I am going to have to check with my 
clients about this—but I think I can say, and if I am wrong I will 
correct myself later—but I don’t think we would have any objection 
to the elimination of that provision provided that it is understood 
that when the actuaries tell us you are not actuarially sound because 
you have not anticipated that possible future liability and provided 
for it, that we would know what we are talking about. 
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In other words, I do not want to have Congress enact somethin 
now and then when the actuaries come around and say you are so an 
so much ow off because you have not anticipated that possible 
liability 13 years hence 

Senator Cooper. Are you able to state that even if this provision is 
left out that the fund would be actuarially sound if the bill should 
be adopted ? 

Mr. ScHoene. I would say that it would be actuarially sound on 
condition that come 1969 

Senator Cooper. Under your present conditions, the factors being 
the same. 

Mr. ScHoene. Well, when you say “under present conditions,” 
Senator 

Senator Coorrr. Let’s just say this: The social security taxes remain 
the same at least until this contingency should occur. Do you say 
the fund would be actuarially sound in the bill? 

Mr. Scuoene. Yes, I would say that, Senator, or putting it another 
way, assuming that social security taxes do not rise above 234 percent, 
or assuming that they do rise above 234 percent, Congress in 1969 
would enact substantially this provision, on those assumptions the 
fund would be actuarially sound. 

Now, I come to part 3 of the bill which contains the amendments 
to the Railroad Unemployment Insurance Act. 

The first provision amending the Unemployment Insurance Act 
merely increases the taxable and creditable compensation from $350 
to $400 in line with the same change that I have previously discussed 
in the Railroad Retirement. 

Section 302 (a) makes a change with respect to the number of quali- 
fying days of unemployment in the first creditable registration period 
in the benefit year. 

I think that requires a little explanation of the background. Most 
of the unemployment insurance systems have what is called a waiting 
period before, during which an individual has to be unemployed before 
he can draw benefits. We do not have strictly a waiting period sys- 
tem. But we have in effect a waiting period in that no benefits—let 
me first explain that the claimed unit is what is called a registration 
period, which is a 14-day period. And under the present law benefits 
are not paid for the first 7 days of unemployment in the first registra- 
tion period. 

After an employee has had a registration period in a benefit year 
in which he has had 7 or more days of unemployment, thereafter 
benefits are paid for each day in excess of 4 out of the registration— 
in the registration period. 

We have found since particularly a large proportion of the rail- 
road employees have achieved paid holidays, the payment of which 
is contingent upon the employee working the day before and the day 
after the holiday, that there has developed a marked tendency to lay 
employees off over holidays so they do not qualify for the holiday 
pay. They lose additional days of pay but are not laid off long 
enough to qualify for the 7 days of unemployment. 

That can happen repeatedly through the year and an employee 
can lose substantial working time without ever qualifying for unem- 
ployment benefits. We consequently propose to make the first regis- 
tration period equal to subsequent registration periods and to pay 
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benefits for days in excess of four in our registration periods. That 
would apply only to unemployment due to lack of a job, not to 
unemployment due to sickness. 

If that provision is enacted, it would mean that in any of these 
layoffs over holidays, since the employee already generally has 4 days 
of. unemployment on account of his rest days, that he will be able 
to collect benefits whenever he is so laid off. 

Senator Auuworr. Mr. Chairman, I wonder if I could interrupt at 
this time the chain of thought ? 

I have one question that I want to be sure and ask Mr. Schoene 
and, since I cannot be here, or I may not be able to be here this after- 
noon because of another committee meeting which I may be able or 
may not be able to reschedule, I would life to ask him this question 
at this time: 

Mr. Schoene, last year when we had this legislation before this 
committee, there were three things, as I recall it, that you were insist- 
ing on from your standpoint, and one, I believe, was the 15-percent 
increase. One was the 1-percent additional—you used the word tax 
a while ago; I think you slipped into it—and the other one was the 
fact that the amounts paid should be exempt from income tax, and 
we had considerable discussion about the last feature last year. 

I am informed that the House bill does contain a provision that 
these payments shall be exempt from income tax. 

Now, what I would like to know from you this year is if you would 
want S. 1313 passed even if it did not include the income-tax exclusion 
feature. 

Mr. Scuorenr. When you refer to the House bill, Senator 

Senator Axxvorr. I do not mean a particular House bill because I 
have not understood—I have not seen it—but I have understood that 
there is legislation in the House being considered this year which does 
contain it. I will put it that way. 

Mr. Scuornet. There are several bills that have been introduced in 
the House. I think the original bill was H. R. 4101 introduced by 
Mr. Harris and Mr. Wolverton introduced a corresponding bill which 
is H. R. 4102 that I happen to have a copy of here. 

Senator Atxorr. The acting chairman of the subcommittee informs 
me that he understands that it was introduced in a separate bill in the 
House. 

Senator Coorrr. Practically a separate bill which, of course, would 
be referred to the Ways and Means Committee. 

Mr. Scuorne. I am coming to that, Mr. Chairman. 

The bills originally introduced by Mr. Harris and Mr. Wolverton, 
to which I have referred, did include the income-tax exclusion fea- 
ture. However, upon further consideration, Mr. Harris and Mr. 
Wolverton, in order to avoid any possible controversy about com- 
mittee jurisdiction, introduced later bills from which that provision 
was eliminated. 

There has, however, been introduced in the House at our request 








and suggestion, another bill which is referred to in my statement. 


H. R. 5551, by Congressman McCarthy, which proposes to exclude 
from income for income-tax purposes not only railroad-retirement 
taxes but social-security taxes and employee contributions to the civil- 
service retirement system. And that is an integral part of the pro- 
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gram that we are presenting and recommending to the Congress this 
year. 
" We could not justify to the employees we represent the payment 
of 714 percent railroad-retirement taxes—I use the term taxes be- 
‘ause that is technically what it is although I would prefer to call it 
contributions—unless we can at the same time secure the enactment of 
the provisions of H. R. 5551. fa 

We have included in that bill the social-security taxes and the civil- 
service contributions because we found last year that very generally, 
among the Members of the House and the Senate, there was a feel- 
ing that we had a just claim to eliminate a tax on a tax but that we 
were seeking preferential treatment for the railroad employees which, 
if it were provided for the railroad employees, should likewise extend 
to these other goats. 

Senator AtLorr. May I ask this question : 

Assuming, and I just assume this for the sake of argument, that the 
rest of the proviisons of S. 1313 were all right, would you accept this 
bill without the income-tax exemption even as it is described in H. R. 


~~~ 


5dD1. 

Mr. Scuorenr. We would be opposed to it. 

Senator Atitorr. You would not want it at all? 

Mr. ScnoeNne. That’s right. 

Senator Coorrr. I think you have raised a very fundamental ques- 
tion here because I think it is obvious that this subcommittee cannot 
assure In any way the approval of the other part of your program as 
related to the exemptions from income tax. 

Mr. Scnoenr. I am sure that is correct because that will have to 
be considered by the Finance Committee in the Senate and the Ways 
and Means Committee in the House. We are hopeful, however, that 
it will be possible so to coordinate the considerations of various parts 
of the program by the various committees that the matter can be 
considered when it gets to the floor of the House and the Senate as a 
unitary program. I am sure congressional procedures would permit 
that if the Members of the House and the Senate are willing so to 
consider it. 

Senator Coorer. Have you completed your testimony ? 

Mr. Scnornr. No; I diverted to answer Senator Allott’s question. 

I was discussing section 302 of the bill on page 11, and I think I had 
completed my discussion of section 302 (a). 

Section 302 (b) revises the schedule of daily benefit rates to run to a 
maximum of $10.20 per day as compared with the present maximum 
of $8.50 per day. 

Likewise section 302 (c) revises another measure of our daily bene- 
fits, namely, that which now provides for payments of 50 percent of 
the daily rate of pay up.to a maximum of $8.50. That wold become, 
under the provisions of the bill, 60 percent of the daily rate of pay 
to a maximum of $10.20, And if you wonder why $10.20 was selected, 
the answer is that is 60 percent of $17 daily rate. 

Senator Coorer. Ten percent increase all along the line? 

Mr. Scuornr. Approximately that; yes. 

Now I come to section 303 which is a very important section of the 
bill and which deals with a problem that is of a major concern to the 
organizations and to the employees they represent. That is a subject 
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which in particular will be discussed in more detail by Mr. Oliver but 
I want to say this: 

We have found increasingly over the years that various changes are 
occurring in the railroad industry, economic changes, technological 
changes, changes in methods of doing business, changes in locations 
of facilities and operations. 

Now, we are not opposed to change. We know that we could not 
make time stand still even if we wanted to. We know that if the 
railroad industry is going to provide work at wages that provide an 
adequate standard of living and imprevement in the standard of 
living of the employees commensurate with that which occurs in 
industry generally, the productivity of railroad employees must in- 
crease as the productivity of the industry generally increases. 

However, as this productivity increases, and we either handle more 
business with the same number of employees or we handle the same 
business with fewer employees, which is our constant experience, 
that is the way productivity increases, at least some part of that im- 
proved productivity should be devoted to alleviating the hardship of 
those who are permanently displaced from the industry as a result 
of these various changes that are occurring. 

What we have been finding is that people with many years of service, 
with skills that they have invested many years in developing, skills 
not readily transferrable to other industries, are being laid off and 
there is no job for them. 

Many of these people are employable. They are 40 to 50 years old, 
but they are perfectly capable of utilizing their skills in other positions 
in the railroad industry, but they are not being employed to the extent 
that we feel that they should be. We feel that it is reasonable to say 
with respect to those people that so long as they continue to be unem- 
ployed, cannot find a job, they should be entitled to unemployment 
insurance benefits extending beyond the 26 weeks or 130 days that is 
now provided for. 

In other words, these people with long service in the industry who 
are forced out and cannot get a job have a claim in excess of 26 weeks 
of unemployment insurance on this industry. 

We consequently propose in section 303 of the bill that employees 
who have 5 or more years of service who continue to be unemployed 
beyond the 26 weeks of normal benefit payments should receive fur- 
ther benefits proportionate to their years of service. Those extended 
benefit periods are graduated from 39 2-week periods—that is to say, 
78 weeks, or approximately 18 months to 414 years, reaching 414 years 
only in the case of an individual who has 20 or more years of service. 

This provision of the biJl was the subject of considerable discus- 
sion yesterday when the members of the Railroad Retirement Board 
were testifying and the question was asked whether it was possible 
under this bill for an individual to collect as much as $16,000 un- 
employment insurance. 

If that question had been asked of me yesterday morning I would 
have been just as unable or incapable of making an offhand answer 
as Mr. Harper was because I had not computed it either. 

The reason I had not computed it was not because I had not studied 
the bill adequately, as was insinuated with respect to Mr. Harper, but 
because I am not interested. 
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What I am interested in: Is it a reasonable thing to say with re- 
spect to an employee who has devoted over 20 years of his life to this 
industry, whose daily earnings, while employed, were at least $17 a 
day, who then becomes unemployed and notwithstanding the efforts 
of the Railroad Retirement Board to find him a job, notwithstand- 
ing his obligation to take any suitable employment that is available to 
him, notwithstanding his obligation to keep himself available for 
employment continuously, and he nevertheless continues constantly 
unemployed for a period of 5 years, is it unreasonable to pay him $51 
a week for as long as he continues unemployed up to a maximum of 
5 years ¢ 

I say that is a legitimate claim that that man has on this industry; 
and I'am no more concerned about whether that totals $16,000 than 
I am concerned about the fact that under the present law an individu- 
al can collect over $50,000 in unemployment insur ance. 

If an individual is employed half the year and unemployed the 
other half for 40 years he will collect, at the present maximum rate 
of $8.50, approximately $45,000, and if you assume a bit of sickness 
extended beyond 40 years, maybe it can go over $50,000. 

I am not interested in computations as to whether it can be $50,000 
under the present law or whether it can be $16,000 of continuous bene- 
fits under this particular provision. 

But just to have the record straight, insofar as this unemploy- 
ment benefits, extended benefits, is concerned, the maximum is, as 
Senator Morse computed it here at the hearings yesterday, $13,260. 

If you assume that an individual has qualified _ 2 successive 
benefit years, that is to say he has worked in last year’s base year, so 
as to qualify for this year’s benefit year, and he ee ‘enough employ- 
ment in this year’s base year to qualify also for next year’s base year, 
and he has under the requisite amount of money to qualify for the 
maximum benefits, and if you then assume that he is going to be un- 
employed for exactly 130 days in this coming benefit year, and then 
he is going to be sick for eactly 130 days, and then he is going to be 
unemployed continuously for 5 years thereafter, you can come to a 
total of almost $16,000 in that extended period. It comes to fifteen 
thousand nine hundred and something. 

I can even make it more extreme. I can make it about $17,000. That 
is, if you assume the same qualifying conditions and then you as- 
sume that he is going to be unemployed beginning next July 1 for 
exactly 130 benefit days, then he is going to be sick for another 130 
benefit days, and then right at that ‘time he cannot find a job again 
and he is going to be unemployed for another 130 days, 130 benefit 
days, and then he gets sick again, just at the right time—if he is 
unemployed longer than 130 benefit days he would immediately go 
into his extended benefits, you see. But you can postpone that if you 
get sick right at the right time. 

Then he can draw unemployment benefits on account of sickness 
and then go into his 414 years of extended benefits and draw benefits 
for a total of 61% years and that will figure to about $17,000. 

But if you are interested in conjecture, those are the results you 
can get. I am not interested in conjecture. I am interested in these 
people who get displaced from their jobs after many years of serv- 
ice. 
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Senator Cooper. May I interrupt for just a moment? There must 
be some interest attached to this. There must be some consideration 
which always leads you to conclusions. 

To begin with, we have not got the same actuarial interest in re- 
spect of ‘this provision as you do of your retirement benefits. Isn’t 
that correct, because the railway would pay all of these benefits? 

Mr. ScHoENE. I am very much concerned, Senator. 

Senator Coorrr. I say, the railroads would pay these benefits? 

Mr. Scuorne. The railroads are the sole payers of the contribu- 
tions to the fund from which these benefits 

Senator Cooper. You don’t, then, have the same consideration, 
actuarial interest, as you are trying to compute what you have been 
paid in annuities for retirement ¢ 

Mr. Scuoenr. Oh, yes, I have, Senator. I am very much con- 
cerned that there be sufficient funds to pay for any benefits that any- 
one becomes eligible for under the Unemployment Insurance Act just 
as under the Railroad Retirement Act. 

Senator Coorer. Let me ask you: You have set up certain extended 
benefit periods for employees who have worked for certain totals of 
service. Of what consideration, then, if I may ask—what considera- 
tion, then, did lead to the establishment of these extended periods: 39 
4-day periods: 65, 91, 117? What were the ideas, considerations, 
which led the drawers of this bill to establish these periods? 

Mr. Scnorne. The considerations were those 

Senator Cooper. These must have relation to something. What is 
it? 

Mr. Scuorne. Yes. If your question is directed to what suggests 
the relationship of one period of benefits to a certain period of em- 
ployment, I think the answer is what is known as the Washington 
Job Protection Agreement. 

Senator Cooper. The what ? 

Mr. Scnorenr. The Washington Job Protection Agreement. That 
is a collective bargaining agreement on a national basis between all 
of these organizations and substantially all of the railroads of the 
country negotiated at Washington, D. C., in 1936. It has been in effect 
for over 20 years. It deals with a small phase of this problem, namely, 
the permanent displacement of employees through mergers and con- 
solidations. 

Under that agreement, employees with only 1 year of service are 
entitled to be paid for 60 percent of the compensation that they lost 
through merger or consolidation for a period of 6 months. 

Employees with 2 years of service and less than 3 are paid the bene- 
fits for 12 months. 

The gradations continue: 2 years, 3 years, 5 years, 10 years, and at 
15 years and over, 5 years of benefits. 

Now, I think it is fair to say that basically the provisions for that 
agreement suggested but did not determine the relationship found 
in this bill. 

In the first place, we recognized that technologic al unemployment, 
displacement due to gener: al changes in the economic conditions, 
shifts in industry could scarcely be put in the same category as 
mergers and consolidations. 

When there is a merger or consolidation, there is an obvious pur- 
pose to effect a saving in operating expense and you can identify it 
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and you can say a certain portion of that should be devoted to all 
employees displaced even troaish they have as little as 1 year of 
service. 

We consequently felt that recognizing the difference between that 
kind of displacement and the kind of displacement we are dealing 
with here, we could reasonably say we won’t get into the extended 
benefits at all unless there is 5 years of service. 

Likewise, the eligibility for the maximum benefit was deferred to 
20 years of service instead of 15 as provided under the Washington 
agreement. 

There is further the fact that the two situations differ funda- 
mentally in that in the kind of displacement we are dealing with 
here it is impossible to identify the particular saving or, in fact, to 
determine whether there is any saving. 

For example an industry shifts from one region of the country to 
another. It consequently dries up railroad employment that has for- 
merly served that industry but provides additional employment some- 
place else. 

It is difficult to say that one particular carrier should pay the 
claims that their displaced employees have on the industry. 

Further, it is a very definite purpose in this provision of the bill 
to provide an incentive to all railroad employers to employ experi- 
enced railroadmen that have been permanently displaced somewhere 
else in preference to going out and hiring new men. 

Mr. Oliver will give you a great deal of detail on that in his testi- 
mony and will show you the “extent to which it is possible for that 
incentive to operate, to provide employment, rather than pay unem- 
ployment insurance, and we have a very definite objective of making 
it expensive enough to the railroads not to employ these people so 
that they will employ them. 

Senator Coorrr. I don’t want to interrupt, but this short discus- 
sion that we have had—the reason I raise the question is, it was quite 
evident from the very beginning of the hearing that this section could 
be a very highly controversi: al “section. You know that. I think it 
important that there be in this hearing some statement of the con- 
sideration, of the rationale which is the basis of this provision. 

Now, perhaps Mr. Oliver in his brief has a discussion of this, the 
background of this section. 

Mr. Scuoene. It is in recognition of the fact that unquestionably 
this section will be controversial. 

We asked Mr. Oliver to undertake a fairly economic and substan- 
tial study of what this means in operation and what it can mean in 
terms of stabilizing employment and securing reemployment of dis- 
placed employ ees. 

Senator Coorer. If it is not treated comprehensively and directly, 
I would suggest that something be put in the record that will give 
us a discussion of the rationale of this section. That is my judgment. 

Mr. Scuoent. I think, Senator Cooper, if you will look at the size 
of Mr. Oliver’s prepared statement, you will see that it is going to 
be covered in detail. 

Senator Coorrr. I will wait, then. 

* on Scuoene. I think I have covered the major portions of the 
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Section 304 increases the minimum qualifying base year earnings 
required to qualify for benefits at all from $400 to $ $500. That takes 
into account the fact that as wage rates have increased, a smaller 
amount of employment is necessary to earn $500 than it used to be. 

So we feel that the minimum-earnings qualific ation can properly 
be raised from $400 to $500. 

Section 306 relates again to the change in the compensation from 
$350 to $400 as being credited and taxable. 

Also in that section we revised the present sliding scale of contri- 
butions to range from 2 percent to 4 percent, depending on the 
amount in the reserve fund. 

The present sliding case was adopted in 1948 and ranges from half 
of a percent to 3 percent, also depending on the amounts in the 
reserve. 

Now, when that scale was adopted, we had almost a billion dollars 
in the reserve and it was recognized that of course that the rate would 
not remain at one-half of 1 percent to which it went immediately 
when the scale was adopted, that it would necessarily deplete the 
reserve, and it was done for the purpose of depleting the reserve 
because it was too large a reserve to maintain. 

Consequently, over a period of years, the railroads have gotten the 
benefit of using that reserve and paying contributions at a reduced 
rate. 

It was contemplated that under the present law it would go to 3 
percent and stabilize at about 3 percent. It is now at 2 percent. 

It is consequently wholly urealistic to provide theoretical rates of 
under 2 percent because it isn’t going to go under 2 percent again un- 
less conditions should change in a way that no one can foresee at this 
time. 

However, in recognition of the fact that these extended benefits, and 
the new benefit rates, can cost as much as 4 percent if the railroads 
continue their present practices of displacing employees and going 
out and hiring new men. We have provided here that it may range up 
to 4 percent in order to provide adequate financing. 

That, I think, Senator Cooper, is indicative of our concern about 
the availability of funds to pay the benefits as they accrue. 

Now, Mr. Oliver’s testimony will show that it need not cost 4 per- 
cent; that it need not cost anything like 4 percent if the railroads 
will follow the employment practices that we hope to induce by this 
legislation. 

‘I think that is all I need to say by way of explanation of the bill, 
Mr. Chairman. 

I have taken a lot more time than I had intended to, partly gen- 
erated by interest of the committee by questions asked. 

Senator Coorrr. I have just one question. I was not in Congress 
last year but I notice you state that at the last session of Congress 
you recommended enactment of a three-point Piece The first 
point was a general, though by no means universal, 15 percent increase 
in the benefits. 

I understand that last year an average 10 percent increase was 
given. 

Mr. Scnoene. Not an average, no. 

Senator Cooper. Perhaps a maximum then. 
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Mr. Scuoene. Yes, that was the maximum amount. The great bulk 
of survivor benefits received no increase at all. Many spouses’ benefits 
were not increased at all. 

Senator Coorrr. This will ask for an additional 10 percent increase. 
Was there any particular reason why your ideas of 15 — increase 
last year have been changed now to envision what would be 20 percent 
increase ¢ 

Mr. Scuoene. Yes. 

Senator Cooper. What are the reasons for that? 

Mr. Scnoene. The continued inadequacy of the benefits being paid 
under the provisions of last year. The age requirement benefit being 
currently awarded, even with the 10 percent increase, comes to about 
$125 on the average. Disability annuities about $103. 

In fact, last year’s increases seem scarcely to have reflected them- 
selves at all in the amount of disability annuities being currently 
awarded. I don’t know why that is but that seems to be the case. 

In any noe upon consideration of the total situation, it was the 
feeling of the chief executives of these organizations that particularly 
in view of the increase in the cost of living that has been occurring for 
some 7 successive months and seems to be still in progress, that it 
would be only very moderate to seek additional 10 percent and to 
seek it for those who did not get any increase last year, or who got 
less than 10 percent as well as those who did. 

Senator Coorer. Thank you, Mr. Schoene. 

(Discussion off the record.) 

Senator Cooper. The subcommittee will recess until 2: 30. 

(Whereupon at 1:05 p. m. the noon recess was taken.) 


AFTERNOON SESSION 


Present: Senators Cooper (presiding pro tempore) and Thurmond. 
Senator Cooper. The subcommittee will come to order. 

Mr. Oliver? 

Mr. Outver. Yes, Mr. Chairman. 

Senator Cooper. Will you proceed, Mr. Oliver ? 

Mr. Outver. Thank you, sir. 


STATEMENT OF E. L. OLIVER, ECONOMIC ADVISER, RAILWAY 
LABOR EXECUTIVES’ ASSOCIATION 


Mr. Outver. Mr. Chairman, members of the committee, my name is 
E. L. Oliver. I am associated with Mr. O. David Zimring in the 
Labor Bureau of the Middle West with offices here in W ashington and 
in Chicago. 

Senator Cooper. Go ahead. 

Mr. Ouiver. « appear here as economic adviser to the Railway Labor 
Executives’ Association. The statement that has been duplicated and 
placed before the members of the committee is the outline and the 
summary of the comments I should like to make on the unemployment 
insurance section of the proposed legislation. 

I will follow that as an outline, but will depart from it to amplify 
or develop certain sections of it that seem to require such development. 
Senator Cooper. What would you state as your profession ? 
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Mr. Ottver. I suppose it is most accurately called a labor economist. 
Senator Coorrr. Would you file with the committee a statement 
showing your background and experience as an economist ? 

Mr. Oxiver. I can run over it very quickly if you wish. 

Senator Cooper. All right. 

Mr. Ottver. I am a graduate of the University of Minnesota. After 
graduation I served with the Federal Trade Commission. I have 
three separate appointments on both its economic and legal staff. In 
my college work I majored in economics. I had the equivalent of a 
year of eraduate work at Minnesota. I taught for a year in the 
Horton School of the University of Pennsylvania and for a year later 
in a labor college. I began working with labor organizations while 
I was at the University of Pennsylvania. I first worked with the 
railway labor groups in 1921 and 1922 when I represented some of 
them before the Railway Labor Board in national wage hearings 
both in the spring and fall of 1922. Subsequently I became research 
director of the Brotherhood of Railway Clerks after passage of the 
Railway Labor Act in 1926. 

I was research director for that Brotherhood for 10 years. During 
that time I had a leave of absence at one period to serve on the Textile 
Work Assignment Board set up by President Roosevelt to study the 
stretchout, so-called, after the 1934 general textile strike. 

In 1941 I became assistant to Mr. Sidney Hillman in the then Office 
of Production Management and that continued after a change into 
the War Production Board, the head of the Labor Relations Section 
of that part of the administration. 

I had served or had worked during the previous periods with the 
Labor Bureau which is an organization of professional men, primarily 
serving trade unions in the San Francisco and Cleveland, New York, 
Philadelphia, Chicago offices, working with the textile unions, build- 
ing trade unions as well as with public utility groups and the railway- 
men. 

I have during the period when I was director of research for the 
Brotherhood of Railway Clerks, a period before various congressional 
committees, the Interstate Commerce Commission in various kinds of 
proceedings there and in arbitrations or other types of hearings on 
labor questions, also of course, working in the preparation of factual 
data to guide that union and the associated unions in a determination 
of their polici ies with respect to the various questions that were arising. 

In 1942 when the Labor Division of the War Production Board was 
discontinued, I returned to the practice that I had formerly held with 
the labor groups generally as the head of the Labor Bureau, Wash- 
ington Office, of Middle West. Since that time I have taken part in 
every national wage movement, every national hours or rules move- 
ment in one or another capacity. 

I have been associated with Government twice during that later 
period, once during the steel] dispute in 1950 and I was assistant to the 
Chairman of the National Security Resources Board for a time, being 
there as a nominee of the labor organizations. 

I think that those are the high spots, but in the course of that 
period I have 

Senator Coorrr. How long have you been associated with the Rail- 
way Labor Executives’ Association ? 
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Mr. Oxiver. In one capacity or another, it extends over 35 years, 3 
years almost. 

Senator Cooper. Will you state what length of time you have been 
working on this problem that we are consideri ing today ? 

Mr. Ortver. Practically all of that time. It is a problem that has 
been with these railway labor unions over the whole period but most 
intensively since the depression began, since 1929. It became a very 
serious problem. We have dealt with these in a variety of ways since 
then. This is a direct continuation of the measures that had been 
adopted during the depression and subsequently to cope with the prob- 
lem of railway unemployment. 

Senator Coorer. Go ahead, please. 

Mr. Oxtver. At the request of that association I have several times 
in recent years made studies of the unemployment problems of Ameri- 

can railway workers. 

These studies have varied from analyses of particular situations on 
individual railroads to the broad general trends in the employment and 
displacement of employees of all carriers. 

Total employment on American railw: ays s has dropped very sharply 
in the postwar years. Even during the Second World War, railway 
employment never reached the levels of the First World War, nor of 
the predepression years. The railways employed, on the average, 
over 2 million workers in 1920: employment had fallen to 1,660,000 in 
1929. At the bottom of the depression in 1933, there were fewer than 
a million employees in the industry. 

Employment increased during the war to its high point after the 
depression of just over 1, 400,000 in 1945. Since then, with two ex- 
ceptions, each year has been a decline; employment in 1956 averaged 
just over 1 million, and in January of 1957 has fallen to the depression 
level of 996,000. 

These figures are all given intable A-1. (See p. 131.) 

These are average figures, based on the number of employees at the 
middle of each month, on class 1 line-haul railways, and ——— 
considerably the total number of individual wor aes employed i 
the industry in any one year. 

Only these midmonth averages are available, back to 1920, for the 
postwar years; figures compiled by the Railroad Retirement Board 
give a much more nearly complete record, down to 1955 and to 1956. 

In the year 1945, there were over 3 million employees in service 
on the railways, for a longer or shorter period. In 1955, the railways 
employed just under 1,700,000 workers. 

These employment figures are complicated by the fact that rail- 
way employees were called on to work a great deal of overtime during 
the war; the man-hours worked in 1956 were 35 percent fewer than 
in 1944. Total railway employment has thus declined about 40 per- 
cent since 1945, and average employment about 30 percent. 

Senator Coorrr. Do you consider that a fair comparison? The 
factor of employment is important. It is not worth arguing too 
much. Is it fair to compare the present year with the peak of the 
war years? 

Mr. Oxtver. I don’t think any one year of that kind is fair, and I 
develop that later. 

The long-run a. in railway employment has not been caused 
by declining railway traffic. On the contrary, total railway traffic 
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in 1956 was 40 percent above 1920—while employment was 50 percent 
below 1920. Traffic in 1956 was 40 percent above 1929, but employ- 
ment was down by 40 percent. 

Those figures are shown on table A in the appendix attached to the 
statement. (Seep. 131.) 

I would like to direct attention to some of the facts which that. table 
develops, Mr. Chairman. You will see the overall change from 1920 
to 1956. The table shows the employees’ average at the middle of the 
month count, the revenue traffic units which is a measure of the volume 
of business of the railroads, and the employees per mile traffic units. 
If you will look at the left-hand column, you will see that decline in 
the total number of employees to which I referred a moment ago. 

You will see the drop from 2 million in 1920 to under 1 million in 
January of 1957. 

However, it is true, as I have just pointed out, that the change from 
any one to any other year in employment is bound to be complicated 
by the volume of traffic. For that reason, in order to get a statement 
of the actual trends, it is advisable to select years of approximately the 
same traffic and in a period when conditions were more or less gen- 
under stable. If you will look, for example, at the figure for 1948 
under the heading “Revenue Traffic Units” you will see that the total 
volume of railway traffic in that year was 720 billion units. 

The next year closely approximating that was 1951, 715 billion traf- 
fic units, and then 1956 or 705 billion traffic units. Those figures vary 
by less than 2 percent from a central point. 

The employment in 1948, 1,326,000, dropped to 1,275,000 in 1951 
and in 1956 to 1,042,000. So, with traffic practically the same, there 
is a drop over the whole period of 21 percent in total railway employ- 
ment. 

The same thing is true if you look at the years of lower traffic, 1949 
and 1954 in this period. Traffic varied by generally less than 2 per- 
cent. But you will see the number of employees had dropped in that 
5-year per iod from 1,192,000 to 1,064,000. 

Senator Cooper. Would you define a revenue traffic unit ? 

Mr. Otiver. Yes. It is basically the hauling of 1 ton 1 mile. The 
Interstate Commerce Commission equates a passenger-mile with 2 
ton-miles, so far as the output of the industry is concerned. 

So that to get the total number of traffic units one adds the total 
freight ton-miles to twice the passenger-miles. It is a measure of 
the actual physical volume of railroad traflic. 

This comparison is very much more impressive in view of the fact 
that between 1948 and 1956, 80 percent, approximately, of these rail- 
way employees had a reduction in their basic workweek. 

There was not only this reduction in the number of employees 
but the basic workweek went from 48 to 40 hours. So with employ- 
ment falling over 20 percent and the hours per employee falling by 
one-sixth, about 16 percent, they handled the same volume of traffic 
as they had in 1948. 

Those facts are shown in another fashion in the right-hand column. 
You will see that the employees per mile traffic unit from 1948 to 
1956 dropped from 16% 99 to 14% 99. 

That is a drop of about 18 percent in the number of employees re- 
quired for the output of a million traffic units. 
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These figures on employment, as I indicated, are the averages. They 
are the only figures available back to 1920. Since the Railroad Retire- 
ment none began compiling its figures, the total number of employees 
are now available on another basis. 

If you twill look at table A-8 of this appendix, you will note that 
the number of employees who : ere in service in the railroads in 
I use that year because, as I said, of the traffic situation—was: 2,- 
313,000. In 1955 that had jie to 1,672,000 and the indication is 
that 1956 is below that, somewhere between 1,672,000 and 1,600,000. 

That is approximately the same percentage but not exactly as the 
average shows. (See p. 152.) 

With the same volume of traflic the railways have employed a great 
many fewer employees. Taken together these figures mean “that 
through improved technological methods the railroads are able to get 
this output with the fewer employees. When traffic goes at the same 
level, employment is lower; or when traflic goes up employment does 
not rise with it. 

Among the measures of the total unemployment is the number of 
days that the employees who are out of work are so unemployed. 

It is not only a question of the total number out of work but of how 
long they are individually out of work. If you will look at table A—4 
of the appendix, you will see the figures there in terms of benefit 
years. (See p. 152.) 

For the benefit year 1947-48, for example, you will see the average 
amount of unemployment was 74 days. In 1950-51 the average 
amount was 74 days. 

But in 1955-56 the average was 90 days. In 1954-55 the average 
days of unemployment was higher than at any time during the post- 
war period, and there is only 1 year above the 1953-54 figure. In gen- 

eral with the decline with the total number of employ ees there has 
wine been an increase in the average unemployment of those who were 
employed as reported by the Railroad Retirement Board. 

Senator Cooper. Does this reflect the total days of unemployment 
for all workers? 

Mr. Ottver. Yes, it would. 

The figures at the right-hand column of A-4 show the number of 
accounts exhausted. That means the number of employees whe used 
up all of the unemployment benefits to which they were entitled. You 
will see that in 1955-56, the figure was above that of 1950-51. Slightly 
below that of 1947-48, but the total amount of unemployment, the 
total number of beneficiaries was lower proportionately in 1955-56. 
So the exhaustion per thousand employees was greater in 1955-56 than 
in the 2 earlier years with which comparison can be made. 

Mr. Scuoenr. In answer to your question, I think Mr. Oliver might 
explain whether the average days of employment shown in the mid- 
dle column include days bey ond the period when benefits have been 
exhausted by the number of individuals shown in the right-hand 
column. 

Mr. Ortver. Yes, they do. 

Mr. Scuogne. They would include days beyond the exhausted 
period. 
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Mr. Ottver. They include all the creditable days but not beyond 
exhaustion. They would include the waiting periods and the com- 
pensable days but not those beyond for which ‘there would be none. 

This drop in railway employment between 1948 and 1956 is thus 
due to technological factors and may properly be called technological 
unemployment. It does not mean, however, that there has not been a 
great deal of other types of unemployment, that which results in an 
increase in the number of beneficiaries and the total number of days 
of unemployment. 

There has just become available, for example, a measure of the par- 
tial unemployment in the year 1955 in the Railroad Retirement Board 
figures. 

I have before me the figures for the shop craftsmen. In 1953, of 
the shop-craft employees, “the skilled employees, there were 83 per- 
cent who received compensation in each of the 12 months. That 
means there were 7, just under 7 percent whose employment was some- 
thing less than and fewer than 12 months. The figures for 1955 indi- 
cate that only 7714 percent of the skilled shopmen were employed in 
each of the 12 months. 

An increase of 5 percent in the seasonal employment between the 
2 years 1953-56 as a significant worsening of the situation in that 
particular area. 

It is especially significant because it appears from such studies as I 
have been able to make of the total situation that a large part of the 
seasonal situation in shop employment could be avoided. 

It could be avoided if maintenance were budgeted and carried out 
equally through the year. Many individual railroads are able to 
show much better records than the general national average. 

That is a part of the problem that will be dealt with or affected in the 
legislation as proposed. It is not of the same character as the tech- 
nological unemployment to which I had referred earlier. This tech- 
nological unemployment is distinct from seasonal and irregular fluctu- 
ations in employment due to changes in the volume of business. 

Technological change reduces the “number of employees required 
in any industry for any given volume of production. 

The employee who is furloughed because of seasonal fluctuations 
can expect to be returned to his job after a brief period of unemploy- 
ment. 

The employee displaced by technological change can be returned only 
if the total volume of business increases substantially or if it, if the 
resignations, retirement, or death of other employees creates enough 
vacancies to counterbalance the technological force reduction. 

One other important feature of technological displacement, especial- 
ly in the railroad industry, is that it often results from drastic changes 
at particular points or in particular processes, rather than being of an 
even and general effect such as comes from seasonal change. 

Technological change may displace almost all of the workers in one 
occupation, or at one point, while only slightly affecting those in 
other occupations. In seasonal changes, in the railway industry, the 
seniority rules and practices result in concentrating unemployment on 
the newer employees; but the drastic reductions brought about by tech- 
nological change reach high up into the service and age levels of the 
particular groups most drastically affected. 
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Technological change of this kind is particularly serious in the rail- 

yay industry. A very large proportion of railway workers have de- 
veloped skills that are almost valueless in any other industry; dis- 
placement from the railways may require a highly skilled worker to 
start at the bottom in some other occupation. 

Add to this the fact that a large proportion of these railwaymen 
are employed at railway points; “where virtually no other industry 
exists, and the problem becomes doubly acute. Skilled railway workers 

of long service and no lonegr young may be forced to leave towns where 
they have bought homes and sunk deep roots, to seek employment at 
minimum wages in new ee 

In other industries there are variety of industries in each industrial 
area, the skills developed in a ‘Sathowy4 in one industry can with very 
little difficulty be adopted to others, particularly in the modern assem- 
bly line type of mass production or the employee who would be dis- 
placed by a technological change has much less difficuty in relocating 
in other industries. 

Moreover very much of technological change in the United States 
is accompanied by a diversification of product of a particular plant. 

In General Motors for example, if they were to so modify one of its 
automobile processes as to release employees, the expansion of its other 
activities or new products coming into use would provide employment 
for those displaced persons ordinarily in the same industrial area. 
That is not true in the railroad industry to nearly the same extent. 

Those things all make the problem for the railway worker much 
more serious. 

Senator Coorer. May I say that my home is a former railroad 
town. 

Mr. Oniver. Are you from Corbin ? 

Senator Cooper. No, from Somerset, Ky. I have some knowledge of 
that problem. 

Mr. Oxtver. I need not labor that point then. 

Senator Cooper. You are laboring it for the committee as a whole 
and the Members of the Senate. 

Mr. Ottver. It is a serious matter of these railway men. I want 
to go into that a little later in reply to another question that the 
Senator raised this morning. It is very serious. 

Employees in the upper brackets of both age and service have been 
especially hard hit by the technological changes in the railway indus- 
try 1n recent years. 

Among the figures dealing with that situation, Mr. Chairman, I 
have included here as table A-5 in the : appendix a table showing the 
comparison by age brackets for these 3 years of similar traffic. Under 
the heading of “Duration of | Inemployment by Age Groups,” on that 
page you w vill see the d: ays of unemployment under the columns 1947, 
1948,and so forth. (See p. 133.) 

If you will look at the bottom, you will see the total which is the 
average overall: 75 in 1947-48; 73 days in 1950-51; and 90 days in 
1955 to 1956. 

Then if your eye runs down each column, under 1957-58, for exam- 


ple, you will find that each of the age groups under 40 years had 
fewer than 75 days. 
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The age group 40 to 45 had 75 days of unemployment and every 
age group above that had more than 75 days. So that the older 
employees had much the worst unemployment. 

The same thing is true in 1950-51. And the significant thing 
about 1955-56 is that not only is the employment of the men in the 
upper age brackets greater than those in the younger brackets but 
the change from 1947-48 to 1955-56 has been greater in the upper 
age brackets than it was in the lower age brackets. 

It is worse generally in the industry but the harmful effects have 
been much greater in the older groups than in the younger groups, 
the exact reverse of what is normally to be expected “from the opera- 
tion of a seniority rule has operated here. 

The older the man the longer the unemployment in the railroad 
industry over this period and ‘it is getting worse from 1947-48 down 
to 1955-56. 

Senator Cooper. Your studies ascribe that particularly to the age 
or the type of position or job that the individual holds ? 

Mr. Ottver. There are other figures, they don’t exactly bear on 
that question, Mr. Chairman, but “they do shed a lot of light on it 
that I want to refer to in a minute. 

There seems not to be any difference, the older employees and those 
of longer service suffer as much in the skilled operations proportion- 
ately as in the semiskilled. 

The less skilled there is a difference in the age distribution, but if 
you will look at the total amount of unemployment shown on table 
A-6, you will see the total days, the total number of beneficiaries in 
the left-hand column. (See p. 133.) 

That indicates those drawing unemployment compensation. Forty 
percent of them were 45 years of age or over—38.9 percent. And the 
concentration in the age brackets from 40 on, especially in view of the 
fact that there are fewer employees in those age brackets is very 
significant. 

The high average days of unemployment for these older employees 
results, of course, from a blend of longer and shorter periods. Even 
among senior workers many were out of work for shorter periods, 
having been furloughed for various temporary causes. 

The high average as to days of unemployment for these older 
employees results from a blend of longer and shorter periods. 

Even among senior workers, many were out of work for shorter 
periods, having been furloughed for various temporary causes. But 
a large and increasing percentage of these older workers were per- 
manently displaced. 

One measure of that displacement is in the number who were out 
of work long enough to use up all of the unemployment benefits to 
which they were entitled. 

Figures dealing with that phase of this problem are shown on table 
A-7. That table shows the exhaustion of railroad unemployment 
benefits by the age distribution. (See p. 133.) 

You will see in 1947-48, the group from 40 to 45 years of age had 
the largest number of benefit exhaustions, but in the higher age 
brackets there was a very large group and that in relation to the 
total number of employees—not shown on that page—was especially 
striking. 
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But on that page is shown the percentage of exhaustions to bene- 
ficiaries. 

Beneficiaries of course are those who drew unemployment compen- 
sation during the year. You will see under the heading, 1947-48 
that only 7 percent of those for example between 20 and 24 years of 
age who were unemployed exhausted their benefits. 

Only 7 percent of those between 25 and 29, but 11 percent of those 
between 45 and 49 years of age exhausted their benefits; 12 percent 
of the next upper age bracket and 18 percent of those between 60 and 
65. The average for that year was 11.3 percent of the beneficiaries. 
But you will see that the upper age brackets all exceeded that aver- 
age. If you look in 1955-56, you will see not only the same fact, 
that the percentage of exhaustion among the older employees was 
greater than among the younger employees, but that the change from 
1947-48 to 1955-56 was greater among those older employees than 
among those in the younger, lower age » brackets. 

The question as to whether or not these age brackets correspond 
to periods of service naturally arose in this study of the total prob- 
lem. 

I secured the figures on that from the Railroad Retirement Board 
and you will see table A-9 which correlates the service with the age 
of the employee. (See p. 154.) 

In the left-hand column, as you will see, is the age brackets, and 
then there are two groups, employees with 10 or more years of serv- 
ice and those with less than 10 years of service. 

If you will look under the heading of 10 years or more of service, 
you will see a total of 905,000 employ ees had more than 10 years of 
service in that year and of them 671,000—this figure is not on the 

table but it is the sum of those in the age br: ackets from 45 and up— 
671,000 and adding those from 40 years on, the total was 772,000, 
about 85 percent of these employees with 10 years or more of service 
were 40 years of age or older. 

On the other hand, if you will look at the extreme right hand, Mr. 
Chairman, you will see a section, employees w ith less than 10 years of 
service. In 1954 the railways hired 87,700 employees with no previous 
service. 

Of those, 18,000 were under 20 years of age; 28,000 in the next 
group: 13,000 in the group below that. There were 60,000 employees 
hired that year who were under 30 years of age and 70,000 who were 
under 35 years of age. 

I call attention to that so the committee may have a comment on the 
age distribution of the new entrants that. are being hired in the rail- 
road industry. 

This is the only table in the group dealing with that particular 
point. 

But 81 percent of the new entrants hired in 1954 were under 35 
years of age. 

The employment figures which were shown in table A-3 had a col- 
umn showing new entrants and reentrants. (See p. 132.) 

That may be a little complicated; it was to me until it was ex- 
plained. If you will look at the top of the column, you will see in 1937 
there were 1,996,000 employees in service. That is 1,996,000. There 
were 582,000 separated during that year and 1,414,000 in service at 
the end of the year. 
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What that term “separation” means is that the employee did work 
in 1937 but he did not work in 1938. There were 562,000 railway 
workers who did not work in 1938 who had worked in 1937. 

At the same time, in 1938 the railways hired 196,000 new workers 
with no previous railway service and 7,000 reentrants. That is the 
way the table is to be read. 

It becomes significant in the later years when the problem has be- 
come more acute. If you will look, for example, at the figure for 1952, 
you will see there were 378,000 railway workers who worked in 1952 
but not in 1953 and in 1953 the railways hired 208,000 inexperienced 
new men. So that with the 1952s total group of 378,000 of them not 
working, they still hired 208,000 without previous experience. 

Senator Cooper. Does your figure of 378,000 separated include those 
people who retired ? 

Mr. Oxiver. Yes. 

Senator Coorer. For benefits? 

Mr. Ottver. It includes the benefits and the deaths and the quits. 
I have those figures here. 

Senator Cooper. You are going to break it down ? 

Mr. Outver. Yes. I inv estigated that particular point. I only 

yanted now to indicate the signific: ance of these particular figures. 

Senator Cooper. Yes. 

Mr. Outver. Of those railway workers who were ap arated in 1952, 
I had the age distribution on table A-13. (See p. 136.) 

You will recali that there were 378,000 who were in service in 1952 
but not in 1953. The table on A-13 is confined to those who were 
alive and not retired. The total there is 370,000. 

That indicates there were 51,000 employees who had died or retired 
during that year. 

Senator Coorer. The figure then represents those who were eligible 
and available for rehiring. 

Mr. Oxiver. Yes; with one single exception. The voluntary quits 
would not have been available. 

There is a measure of the number available at a later point that I 
would like to call to the committee’s attention. 

Taken together, these unemployment figures establish a very grave 
problem of ‘the displaced older railway worker, for which the current 
unemployment-compensation provision is clearly inadequate. 

The problem has been aggravated greatly by employment policies 
of the railroads; part of the remedy lies within the control of the 
carriers themselves. 

As I indicated earlier, that is true of the seasonal unemployment 
problem. Employment in the railroads could be very substantially 
stabilized during the year if the carriers would make the effort neces- 
sary to bring about that stabilization. 

The net reduction in total railw: ay employment, from year to year, 
is made up of a great many separations, due to force reductions, resig- 
nations, deaths, and retirements, which are counterbalanced in large 
part by new hirings. 

As the figures I have just mentioned indicate, every year since 
records have been kept, tens of thousands of new workers have been 
hired by the railways, while older employees have been separated. 
In only one year have the carriers hired fewer than 150,000 new em- 
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ployees—while older experienced workers were in every period unem- 
ployed, available, and drawing unemployment compensation. 

Senator Cooper. You may cover this further in your statement. 
If you are going to cover it you can tell me. I gather the purpose 
of your table is to show there was opportunity to rehire employees who 
were separated, that that was not done and that few persons were put 
in service. Is there any discussion here as to whether or not the type 
of jobs for which new entrants were taken with the same type of jobs. 

Mr. Ontver. Yes, sir. 

Senator Cooper. In which separations occurred ? 

Mr. Ontver. Yes, sir. 

Senator Cooper. And whether or not under the railway systems 
and their procedures these older men were experienced to take the 
kind of jobs that may be opened up. 

Mr. Outver. Yes, sir. 

The placement service of the Railroad Retirement Board has made 
every effort to induce the carriers to fill vacancies from the list of 
unemployed workers available. 

Railway skills are transferable from one carrier to another; trans- 
portation of workers from one to another location involves little or 
no real out-of-pocket expense. Utilization of experienced workers 
should save almost all the cost of breaking in and training new em- 
ployees. In spite of these considerations, and the efforts of the Rail- 
road Retirement Board, little progress had been made in placing 
experienced railway workers until within the last year. 

And it must. be said that the progress is still disappointingly small. 

Two separate studies have been made of the displacement of ex- 
perienced railway workers by new employees, one for 1953 and an- 
other for 1955. 

I may say that I was asked in 1955 by the Labor Railway Executives 
Association before they decided on whatever might be their policy to 
make a study of this problem and let them have the facts to guide 
whatever action they might think was advisable. 

The first of those studies made 2 years ago was, of course, on the basis 
of the data then available. 

That information, beginning on table A-11, first developed the num- 
ber of employees who were separated from railway service in 1952. 
You will recall that means those who worked in 1952 but not in 1953. 
There were 367,000 such employees. Of those, 300,000 were in class 
I line-haul railways and it is possible to give the division by oc- 
‘upation of those employees. (See p. 135.) 

You will see they extend throughout the whole range of railway em- 
ployment. The largest groups, of course, were in the maintenance-of- 
way department but they include everything from the station agents 
and telegraphers of the employee groups, engineers, firemen, brake- 
men, and switchmen. There were 28,500 of those operating employees 
in the less senior groups, 6,700 in the senior groups, a total of over 
35,000 operating employees who were separated in 1952. There were 
14.300 skilled shop employees. That means that they were let out of 
service in 1952 and were not hired in 1953. The total of class I em- 
ployees, 300,000, extends through every occupational group. 

In most of these groups, in virtually every one of them, the skills 
required on each railroad are the same as those on the other railroads. 
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There are some variations in methods, some variations in equipment, 
some variations in procedures. 

The difference is so slight an employee can be taken from any one 
of these carriers and fitted into his own or a related occupation on an- 
other carrier quite simply. 

However, in 1953, as you will see from the figures on page A-12, the 
railroads hired 208,000 inexperienced railway workers, that is to say, 
inexperienced in the industry. They put them at work in all of the 
occupations there shown for class I carriers. 

One hundred and sixty-nine thousand entrants, the only group in 
which new employees were not hired, was that for engineers and con- 
ductors. There, of course, the men are hired as brakemen, firemen, 
switchmen, when they first enter the service. 

They hired 2,800 skilled shop 7 ees, 4,400 skilled way and struc- 
tures employees, 12,000 firemen, brakemen, switchmen, and hostlers. 

The next subject I thought was oleic or would be of signifi- 
cance is to determine w hether or not these employees who had “been 
released in 1952 were available in 1953. So I asked for information 
on the employees who were unemployed and received benefits. | 
asked for that on several bases—age, length of service, and occupation. 

I have already referred to the figures on table A~13 which shows the 
total alive but not retired at the end of 1953. Those figures are di- 
vided according to the years of service and the age of the employee. 
If you will look at the left-hand column, you will see of the 327,000 
total, 204,000 had less than 1 year of service. (See p. 136.) 

The number grades down. If you look at those with 5—and that 
figure 5 should be read 5 but less than 6, actually, years of service, 

7,600. There were 37, 800 employees altogether of 5 years of service 
or more who were not used in 1953 but had been employed in 1952. 

There I am showing their age across the column. You will see the 
concentration of these employ. ees of higher service in the upper age 
brackets. 

There were 5,400 of the employees who were from 35 to 39 years of 
age and had more than 5 years of service. These figures are not on 
the table. I will read them for the record. 

I made the computations. 

There were 4,600 who were between 40 and 45 years of age and 
with more than 5 years of service; 4,800 between 45 and 49 with more 
than 5 years of service; 4,000 between 50 and 54 years of age; 3,500 
between 55 and 56 years of age and 2,400 between 60 and 64 years 
of age. 

All of them with more than 5 years of railway service and not hired, 
not employed in 1953 at all. 

As to their availability, I asked for information on the number 
of people drawing unemployment benefits by age and service. You 
will find those figures on table A-14. (See p. 137.) These are not 
exactly for the same time periods because the benefit year is different 
from the unemployment year but the fact is essentially the same. If 
you look at the employees who were over 40 years of age, let me insert 
this, the figures are 10 percent sample. That means instead of 26,201 
employ ees “drawing unemployment benefits there were 262,000. 

Each of these figures is based upon a 10 percent sample. So that 
reading down the left-hand column of age for example instead of 453, 
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that. figure means there were 4,530 employees under 20 years of age. 
If you will look at the age bracket from 40 to 44 you will see there 
were 33,000 who drew unemployment benefits. In the next lower 
bracket 29,000. There were in all 122,000 employees of 40 years or 
more who had unemployment compensation. 

If they had been unemployed only a few weeks it would still not 
indicate that they were available to fill these vacancies. But you will 
see the substantial number who were unemployed more than 10 weeks 
and a very great number who were employed over 16, or over 20, or 
over 24 weeks and who were in these upper age brackets. 

If you will look, for example, as an illustration at the column under 
the heading over 16 to 20, you will see that there were 10,000 em- 
ployees over 45 years of age who were out of work between 16 and 
20 weeks. 

That means they were drawing benefits that long. They may have 
been out of work a longer per iod. There were 20 000 employees over 
45 years of age who were out of work 24 to 28 weeks in that benefit 
period. 

There was a total of 41,000 employees over 45 years of age who were 
unemployed for 16 weeks or more during the year when the railroads 
were hiring this tremendous number of inexperienced new workers. 

The question as to whether or not these people were of varying skills 
and occupations is dealt with on table A-15. (See p. 138.) 

You will see that among the unemployed in the upper age brackets 
there were employees of every occupation group. Calling attention 
directly again to the firemen, brakemen, switchmen, and hostlers who 
were the junior group of the operating men, you will see there were 

3.500, 3,590. This again is a 10 percent F sample who were unemployed 
between the ages of 45 and 49. 

There were 2,110 unemployed between 50 and 54. The total num- 
ber of firemen over 45 years of age, firemen, brakemen, switchmen, 
who were drawing benefits in that year were 7,960; that same fact 
is clear with respect to every one of these occupational groups. 

You will find skilled shopmen there were 14,630 men over 45 years 
of age who were unemployed in that year. 

Taking altogether those figures mean that the men who were unem- 
ployed were of all skills, there was a very heavy proportion of men 
in the upper age brackets. 

They were available because they were on the unemployment lists 
and yet the oa were hiring that tremendous number of new 
entrants in that yea 

Now as I said that study was made 2 years ago and it was the basis 
for discussion and among the railway executives. 

I was asked more recently to look into the situation as it is today 
or for the latest data available. 

To get those facts it was necessary first to look at the 1954 employ- 
ment figures in order to see how many men were separated in 1954 
since 1955 would be the latest year that we would deal with. 

How many men were separated in 1954 and not hired at all in 1955? 

The figures on table A-16 show that: In the extreme right-hand 
column on A-16 are the separations for 1954. You will see the total 
for the industry, 265,000 ; the total for class I railroads, 211,000. These 
again were employees who worked in 1954 but were not hired at all 
in 1955. They include retirements, deaths, and quits. (See p. 139.) 
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There were 17,000—I am referring again to that column of the 
firemen, brakemen, switchmen, and hostlers, just for convenience, you 
will see there were 17,000 of these men who were in reservist in 1954 
but not in 1955. 

If you will compare the two, as A-16 and A-17, you will see that 
class I railroads hired 17,388 new men out of that without previous 

railway experience to serve as brakemen, firemen, and switchmen. 

Senator Coorrr. Can I take this up for just a minute? 

Mr. Ontver. Yes. 

Senator Coorrer. Table A-16 indicates that 17,000 firemen, brake- 
men, switchmen, and hostlers were separated. 

Mr. Ortver. In 1954, yes. 

Senator Cooper. Do you have any information which shows what 
the figure is for those who retire from service ? 

Mr. Outver. The only thing we have is the total percentage. 

Senator Cooper. Do you know what that is? 

Mr. Oxtver. You will recall I read the figure a few minutes ago 
about 51,000 for the total and that is about 4 percent. 

Senator Cooper. Then a certain number of this would be reduced by 
the number of retired ? 

Mr. Ouitver. Yes. 

Senator Coorer. Perhaps what? Perhaps a thousand ? 

Mr. Ottver. Four percent would be about 6,800. 

Senator Cooper. 680, isn’t it. 

Mr. Ottver. Four percent would be about 600, I mean. 

Senator Coorer. That’s right. 

Are there procedures that in your own knowledge and information 
on a particular railroad that if the work becomes available, then there 
are procedures in contracts with the unions that they must hire men 
with service. 

Aren’t there lists upon which they are called for service ? 

Mr. Ouiver. That would only be within their own seniority dis- 
trict. 

I say that generally. There may be individual agreements and 
practices in which the carrier has obligated itself to hire men from 
other divisions for other parts of their own line. There is nothing 
that would require for example the Baltimore & Ohio Railroad here in 
Washington to employ a Pennsylvania man who was released last 
week. 

Senator Coorrr. I was speaking of a particular railroad district. 

Mr. Outver. That would be true in a particular railway district. 

Senator Coorer. Then would you say the problem has developed 
because they do not employ railway workers from other railroads? 

Mr. Ottver. I should say that is the great bulk of the problem; yes. 

Now with respect to this problem of "1955, I asked : again the figures 
on the length of service and the age distribution. You will see—I 
read the figure on table A-16 of 265,000 total separated. 

Of that total at the end of 1955 there were 217,000 employees who 
were alive and had not yet retired. That you will see is approxi- 
mately 50,000 who had died or retired during the year. 

The number of quits is not shown. There are doubtless a substan- 
tial number of voluntary leaving of the industry. That would be 
essentially in the lower age brackets. But those figures are not avail- 
able. However, for those who were alive and not retired at the end 
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of 1955, the figures on table A—18 show the distribution both by age 
and by service. Again in the left-hand column the number with more 
than 5 years of service is shown. Half of these employees had less 
than 1 year of service and 33,000 had more than 1 but less than 2 
years of service. (See p. 140.) 

Those over 5 years or 5 years or over a total 38,100, in 1955. 

And, of those, 20,000 were over 40 years of age; 14 000 were over 45 
years of age. So we have a problem obviously quite serious in the men 
of high age and service of over 5 years in the railway industry. 

Turning to table A-19 (see p. 141), you will see that these groups 
over 45 years of age draw unemployment benefits for varying numbers 
of weeks. There were 29,000 of them who drew unemployment com- 
penanicon for more than 12 weeks and were over 45 years of age. There 
were 38,000 who were over 40 years of age and drew unemployment 
compensation for more than 12 weeks. 

If you will look over the column over 24 to 28, you will see the 
number who in various age brackets who were unemployed for those 
long periods. There were 9,700 men over 45 years of age, men and 
women who were unemployed over 24 weeks. And those, of course, 
by comparison with the previous pages, were the men of longer 
experience. 

The question arose again which the Chairman raised with respect 
to the earlier table of whether or not these men were of the occupation 
into which new entrants were being put. I asked for these figures 
on the basis of the occupational group and you will see on table A-20 
how many of these unemployed there were in . ach of the many 
occupations by the different age groups. (See p. 142.) 

I refer to the firemen, br akemen, switchmen group generally right 
in the center of the page. You will see that there were 500; 400 who 
were between 35 and 44 years of age who drew unemployment compen- 
sation. There were over 4,000 more who were over 45 years of age 
and drew unemployment compensation who had served in the group 
of firemen, brakemen, switchmen, and hostlers. That is among the 
larger groups but you will notice in the clerical group there were 1,400 
men and women between 45 and 55 years of age to whom the Board 
was paying unemployment compensation in that benefit year. 

There were 800 between 55 and 64 years of age. And in the shop 
crafts group under maintenance employees, shop crafts there were 
2,800 men between 45 and 55 years of age, skilled men and in the 
way and structures group there were 900 skilled men. Between 55 
and 64 years of age there were another 2,500 skilled way and struc- 
tures men and shopmen, n, drawing unemployment compensation. 

In general you will see that in each of these occupational groups 
there were older employees drawing unemployment compensation and 
as the previous table shows for high numbers of weeks in a year when 
the railroads are hiring 158,000 inexperienced new employees, in all 
of the occupational groups. 

Senator Cooper. Referring to exhibit A-20, does your table show 
the number of new entrants in the class firemen, brakemen, and switch- 
men and hostlers ? 

Mr. Oxiver. No; that table doesn’t, but A-17 shows it. There were 
17,000 new employees hired without previous railroad experience for 
service as firemen, brakemen, switchmen, and hostlers. 
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Beyond doubt, a substantial proportion—there is no way of know- 
ing just how many of the employees who had service in 1954 but not 
in 1955 were drawing unemployment compensation while the railroads 
were hiring these new men without previous railroad experience. 

You will see a total of 18 600 brakemen, firemen, and switchmen 
and hostiers drew unemployment compensation, a total of 16,000 were 
separated from the service, certainly virtually all of those separated 
from the service drew some unemployment compensation. 

Senator Coorrr. I don’t want to go on suggesting the possibilities 
but I want to explorethat asfarasIcan. In this field of technological 
change are the duties of firemen, brakemen, switchmen, and hostlers— 
perhaps you are not the one to answer that, perhaps the brakeman and 
switchman representatives should have the duties changed in any 
ways under this classification which would be such that a man who 
had been a fireman, say, on an old steam engine would not be fitted 
to carry on the duties, say, on a diesel engine. 

Have the duties changed ? 

Mr. Ottver. The duties unquestionably are changing all the time, 
Senator. But the fact is that there are 150,000 employees in those 
groups who have carried right on, who have not been laid off. They 
are performing the duties if the duties have ch: inged. And they have 
but they have not been changed in a fashion that would make the new 
duties such that the employee couldn’t perform them. 

There are changes constantly. 

Obviously, as I ‘said, the employees are doing them—those who had 
not been separated and these others drawing unemployment compen- 

sation while new men were being employed—wholly inexperienced 
men for those duties. 

Some improvement has been registered since 1955. The Railroad 
Retirement Board had demonstrated, by its handling of a critical 
rise in unemployment in Altoona, Pa., that a great deal could be done 
to place workers who lost their jobs through sudden technological 
change. 

This demonstration, combined with the sharp rise in payroll tax 
because of increased unemployment, led to a greater cooperation of 
the carriers during 1956 in placing workers from the list of unem- 
ployed. The placement staff of the Board has repeatedly com- 
mented upon the improvement during 1956. 

That Altoona situation was one in which the Pennsylvania Rail- 
road very sharply reduced the number of employees in a great many 
classifications. The Railroad Retirement Board, if I understand their 
action correctly, sought to use that as a sort of pilot case. Those em- 
ployees were placed on other railroads all over the United States. 
Some of the men from Altoona, Pa., were placed in San Francisco. 

They were placed in various other railroads, demonstrating the pos- 
sibility of that being done. They were given physical examinations 
near Altoona, many of them in Pittsburgh, and they could be trans- 
ferred without actual out-of-pocket costs. 

They were relocated without any serious difficulty, if any difficulty, 
in fitting into the other carriers where they were employed. 

I have included in this appendix to the statement tables showing 
the placement activities of the Railroad Retirement Board. They are 
tables A-21 and A-22. (See pp. 142-143.) In terms of percentage 
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these two tables show a very definite improvement in the placement 
of men who are unemployment claimants in the railroad industry. 

They show, for example, in 1954 only 26,000 placements were made 
in the railroad industry, both claimants and nonclaimants. 

There were 13,000 who were claiming unemployment compensation, 
were placed in the railroad industry, and in 1956 there were 27,000. 

I have included a series of quotations from the Railroad Retirement 
Board’s monthly bulletin indicating an improved cooperation, indi- 
cating that by that cooperation more employees were being placed. 
But in the face of the total problem the increase still indicates that 
there is a great deal to be done. 

In fact, the total increase in the face of the total problem is almost 
negligible. Some 27,000 employees placed with 250,000 separations, 
250,000 reduced only perhaps by 50,000 or 60,000 retirements, deaths, 
and voluntary quits indicates that the surface has still only been 
barely scratched. 

The Railroad Retirement Board, however, in discussing the im- 
proved cooperation which it has achieved has pointed out—and you 
will see quotations beginning on page 143—the motive operating 
on the railroads in bringing about that improved cooperation. They 
have said, for example, in their report of January a year ago: 

From the employees’ point of view, the Board’s placement program has two 
distinct advantages: It helps to conserve the funds in the railroad unemploy- 
ment insurance account; and it helps the industry to maintain an experienced 
and well-trained working force. 

Finally, in the last sentence it says: 


It assists employees who are furloughed or laid off from their railroad jobs 
to find employment which is well suited to their particular training and skills— 
which goes to the question the chairman raised a few minutes ago. 

That progress directly to be attributed to the sudden rise in un- 
employment costs a year ago, unemployment contributions, brought 
this slight improvement in cooperation of the carriers—slight in terms 
of the total problem, but significant in terms of its demonstration 
that a great deal can be done in the same direction in which a start 
has been made. 

But the effect of it, and the dimensions of the problem still con- 
fronting the Railroad Retirement Board, is shown on table A—24, the 
railroad unemployment statistics for the last 6 months of 1955 and 
the last 6 months of 1956. (See p. 145.) 

In view of the number of placements shown, of claimants, you will 
see that from July to December 1955 the Railroad Retirement Board 
received 111,000 applications; a year later, 181,000 applications. The 
total number of claims increased from 480,000 to 731,000, and the 
payments from 427,000 to 658,000. 

The total amount of the-payment made in the last 6 months of 1954 
was $27 million—these figures aren’t on the face of the exhibit—$27 
million in 1955 and $37 million in 1956. 

The benefit accounts opened increased from 91,000 to 152,000. And 
the total number of beneficiaries increased from 86,000 to 151,000. 
And in December you will note the number of beneficiaries increased 
from 55,000 in 1955 to 69,000 in 1956. 

Claims were up, the number of payments were up, the average pay- 
ments were up; only the number of exhaustions dropped. And that is 
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not so significant in the first 6 months of a benefit year; exhaustions 
come in the latter part of the benefit year. So that this comparison on 
that point is not conclusive. But in every other respect the unemploy- 
ment problem in the last 6 months of 1956 is significantly greater than 
in the previous year, and so much greater that the improved placement 
is obviously not sufficient to meet the total situation. 

There was one point raised this morning upon which I think Mr. 
Schoene indicated that I might be able to make some comment. The 
chairman asked whether or not the 5-year figure was plucked out of 
the air. And Mr. Schoene indicated that 

Senator Coorrr. I didn’t exactly ask that. I asked what considera- 
tion led to the selection of that period. I must say, I think that is an 
entirely different question. 

Mr. Oxtver. I am sorry. That was a word that occurred to me as 
you were asking the question, Senator, whether there really was a 
rationale, or whether it was plucked out of the air. 

That figure has quite a bit of history. In the early years of the 
depression there was a proposal to unify the Great Northern and the 
Northern Pacific Railroads. The carriers indicated that it would 
accomplish very great savings. And they listed with the Interstate 
Commerce Commission the savings they anticipated. I was asked to 
make a study of that proposed consolidation. 

I went into the area served by those 2 railroads, into the various 
points, not all of them, but typical ones, 15 or 20 different points. I 
went into points where there had been consolidation before between 
divisions. I got to the names of all of the employees affected by those 
consolidations, and I followed them up. 

I found out property ownership, the size of their families, how long 
they were out of work, what kind of work they were doing finally, and 
also the savings involved. I went through the entire list of proposed 
savings of the Great Northern and Northern Pacific Railroads. 

That specific merger was not consummated; it was dropped by the 
carriers. The employees were opposing it before the Commission. 
But the information which we compiled in that study was available 
for use at subsequent periods. And the so-called emergency railroad 
transportation bill, which became an act, was introduced in 1933. 

The result of the study made on the Great Northern and Northern 
Pacific merger was introduced before that committee. You may re- 
call that that committee amended the bill by providing protection for 
the employees who would be affected by any, what they called, coordi- 
nations. 

Now, that study was correlated with a study of the natural turnover 
in the railway industry. At that time the figures which I was able to 
get. indicated the natural turnover—that mean retirement, deaths, and 
quits—totaled between 4 and 5 percent per year. The economies which 
the carriers expected to realize totaled about 20 percent of the labor 
force. 

It was calculated that the natural turnover would take care of the 
total number of employees adversely affected by these technological 
changes—and there were a wide variety—in a 5-year period. That 
was placed before the committee, as I recall it, but the committee pro- 
vided complete protection for all the employees. 

When that act expired, the question of its renewal or the adoption 
of a similar one was before Congress. There was a bill providing for 
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it. At that time the employees also asked the carriers to discuss and 
to negotiate armed protection for the employees affected by these 
consolidations and mergers and other types of technological change. 

I worked with that committee ; I sat on the committee for a time 
in those negotiations. The committee had the figures which had been 
compiled as the result not just of the Great Northern and Northern 
Pacific, but a variety of other studies, all of them indicating that 
the average technological effect was absorbed between 4 and 5 years 
in terms of the natural turnover. 

And out of those negotiations came the agreement to which Mr. 
Schoene referred this morning in which protection for a 5-year period 
was given to the employees. 

Now, I don’t know why the carriers started the agreement or why 
the carriers felt that 5 years was a fair turnover. But I do know 
that the employees based their calculation on the results of actual 
studies made in hundreds of railroad towns altogether, but inten- 
sively in those towns most to be affected by the proposed Great 
Northern-Northern Pacific merger. And as I said, I made those 
studies myself, and they were very difficult and painful, but I have 
the utmost confidence in their results, partly because I have made 
similar studies in railroad towns on other railroad property since 
that time, and it all bears it out very closely. 

If you will now consider the figures that have been placed before 
you here, you will see that that 4 or 5 percent figure closely approxi- 
mates the effect of retirements and de: iths, excepting for the probable 
amount of voluntary quits. That, there is no way of determining. 
But the figure is still somewhere in that area. 

Now, the question of whether or not these technogical changes 
involve for the particular facilities affected displacement of the size 
that would permit their absorption in 4 or 5 years is another matter. 
That had been before the Interstate Commerce Commission in not 
precisely that form. It went to the Supreme Court. 

I believe there was an amendment to the Interstate Commerce Act, 
the Harrington amendment—that was a 4-year period—but it all goes 
back to the foundation of the Washington agreement, which was in 
the actual detailed study, as I indicated. 

It is, I think, a ree asonable calculation that the effect of these tech- 
nological changes, even if there were ao problem of these reentrants, 
could be absorbed within the period provided for in this legislation, 
and they couldn’t probably be absorbed in a much shorter period. 

Each year, computationwise, approximately one-fifth of the total 
affected by such changes could be reabsorbed into the industry. 

I have looked at the effects of technological change on total rail- 

vay employment. The figures here give the basis, roughly, on which 
such an estimate can now be made. And I think those overall calcu- 
lations are still very close. 

If you will look at the total number of employees in railway serv- 
ice, from 1948—this is on table A-3—from 1948 to 1955 you will see 
a decline of about 640,000. Now, that is for the same total amount 
of employment. That is in a period of 7 years, which, you will see, 
is about 9,000 per year, which, related to 2 million, would be 414 
percent. 
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Senator Coorrr. In your study, did you take into account, then, a 
progressive movement in this wasnt ment due to technological 
changes and their effect upon the fun 

Mr. Oxtver. No. That is something which cannot be predicted, 
Senator. The reason is this: If the carriers, with the problem of 
providing financially for that unemployment before them, will under- 
take sy stematic and thorough placement of these employees with over 
5 years of service, the cost should be negligible. 

Senator Coorrr. Are not your estimated costs on the increased 
charges on the fund, which would result from the passage of this bill 
in respect to unemployment, based on the current level of unemploy- 
ment ? 

Mr. Otiver. No. It is based upon the expectation that it will 
shrink. 

Senator Cooper. That is the question I asked a moment ago. You 
have just stated that, over a period of years, employment had 
decreased about 600,000. 

Mr. Ottver. Yes. 

Senator Coorer. Do you take into account, then, the rate of pro- 
gression in unemployment, or at what point do you freeze it? 

Mr. Ottver. I think there will be continuing unemployment for a 
given volume of traffic. If traffic rises, of course, unemployment will 
not increase so fast, and, if traffic rises enough, there might be no 
diminution of employment. But, assuming that we will 3 years from 
now hit the same traffic peak we do now, we will have smaller employ- 
ment by just about that total, about 4 or 5 percent. 

Senator Cooper. You see the point I am driving at? 

Mr. Ourver. Yes. And that was taken into consideration, Senator. 

Senator Cooper. If there should be a continuation of this trend, 
then your estimates of the soundness of this fund actuarially might 
have to be changed. 

Mr. Ottver. Not if the ratio of debts and retirements and volun- 
tary quits continues. 

Actually, the statement I have just made, that I consider the costs 
would probably be negligible if the carriers would do their utmost, 
is based on the fact that there will be each year between 4 and 6 per- 
cent of these railway employees who will ‘either die, retire, or quit 
voluntarily. And the employees who are displaced by technological 
change can be shifted into those positions. 

I say negligible; I think I should qualify that. It will take time 
always to do that. It will be a matter, perhaps, of months, weeks, 
even with the very best intentions on the part of the carriers. 

But, on the other hand, if the carriers continue their present prac- 
tice of hiring green hands and leaving the older employees and the 
skilled employees out on the streets, the cost can go up to a very high 
point. But it is within the power of the carriers, very largely, ‘to 
keep that figure down to a very low amount. 

hat is why I think it is impossible for me to estimate the cost, 

beans it is a matter of estimating their degree of cooperation in 

pecs experienced men in the vacancies created by natural turnover. 
at I can’t estimate. 

But, I have this very definite feeling, based on what has happened 
since last January: The increase in unemployment compensation 
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contribution from one-half to 114 percent has had a very sharp effect 
that is perceptible throughout. It is responsible, I think, in no small 
part, for the increased awareness by the carriers of this problem and 
their willingness to cooperate with the Railroad Retirement Board; 
a sliding scale of contribution for this element of the problem will cer- 
tainly have the same type of effect, it will give the carriers every in- 
centive, and with that incentive, with an awareness of the problem, 
the cost can be kept down to a very low figure. 

From the standpoint, then, of caring for the more needy and more 
experienced of the unemployed, the extension of unemployment com- 
pensation in the manner expressed in the pending bill can be expected 
to have a double effect: 

First, if will provide a specific incentive for the relocation of older 
and experienced employees, within the railway industry, since that 
can and will reduce the cost of unemployment compensation. 

Further, the proposed legislation will provide much more justly 
and adequately for the older employee whose job vanishes with tech- 
nological change. 

Technological change is the basis of American industrial and 
economic advance. Its benefits to individual industries, and to the 
Nation as a whole cannot conceal the fact that many individuals do 
suffer great hardship, in the course of that advance. 

In proposing means to minimize that hardship, it should be borne 
in mind that the economies resulting from technological advance 
provide a fund from which the costs of such progress may be met. 

The American people have long been familiar with the idea that 
increasing labor productivity makes possible continuing improve- 
ments in wage rates and sien conditions. The railway industry 
has been no exception to the general rule that even with higher wage 
rates and added sh 98 to workers, the labor cost per unit of output 
may diminish. 

Addition of the costs of unemployment compensation and retire- 
ment to the total railroad labor bill, in recent years, still leaves the 
total labor cost almost exactly the same proportion of revenues and 
of operating expenses as 4 years ago. 

I have included in tables A-27 and A-28 to A-29 a few figures on 
the current situation of the railways as compared with the situation 
in earlier years. Table A-27 shows operating revenues, expenses, 
net railway operating income, tax accruals, net railway operating 
income after taxes, and net income. (See p. 154.) 

The net railway operating income after taxes in 3 or 4 years, 
1929 being among the peak years, and the war years, has been over 
a billion dollars. You will see that the 1956 figure is higher than 
any of the postwar years excepting 1952, 1953, and 1955. 

And in terms of net income, there are only 2 years in that period, 
1953 and 1955, where the carriers’ net income was higher than in 
1956. It was the third highest year in that period. 

In general, that, of course, indicates a very healthy situation of 
the carriers. The problem sometimes arises in the shape of rail- 
road dividends and railroad net income after dividends. 

To give the committee a summary of the relationship over the 
years since 1921, I have prepared table A-28. (See p. 155.) This 
table shows both the dividends and the net income after dividends of 
the carriers for each year since 1921. 
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You will see in the postwar period, beginning, say, in 1946, that 
there is, I believe, only 1 year, maybe 2, in which the sum of the 
dividends paid and the net income after dividends was as great or 
greater than 1956. In 1956 the total of the two is 11.4 percent of 
the outstanding capital stock. In 1956, you will note it was 11.4, 
and in 1955, 12 percent. But with those exceptions, the sum of 
dividends and net income after dividends in 1956 has been greater 
than any other of these postwar years, and I believe than any other 
than the war years in the whole table. 

That has happened at a time when railroad traffic was at a high 
level, but when railroad unemployment, especially of the older 
groups, had increased to very serious proportions. 

During that time railroad payroll taxes have increased. The 
postwar period covered in table A-29 (see p. 155) shows the per- 
centage of railroad operating revenues going into payroll taxes. 
You will see that in the extreme right-hand column is shown the total 
of payroll taxes, their relationship to operating revenues and to ex- 
penses and all taxes. 

You will see that down to 1956 the figure has been virtually stable 
since 1946, and that the 1955 figure was lower than any in the table 
excepting those for 1953 and 1948, but was virtually at the same level. 

Now, the increase from 1955 to 1956 was due entirely to the in- 
creased employment of men who were drawing unemployment com- 
pensation, the time when new entrants were being taken into the 
service. 

The combination of wage costs, that is to say, payments for labor 
and taxes, shown on table A—30 for the years 1952 down to and in- 
cluding the first. 11 months of 1956—these are all that are available 
on the basis indicated, which is the wage cost chargeable to operations, 
plus payroll taxes (see p. 156). 

The table shows the revenue traffic units, the operating revenues 
and operating expenses, and if you will look at the right-hand section 
of the table, you will see the wages per thousand traffic units, per 
dollar of operating revenues, and per dollar of operating expenses. 
That wages includes wage costs, the taxes as well as the wage rates. 

You will see for the first 11 months of 1956 the wage cost per thou- 
sand traffic units, even with the effect of high pay roll taxes, is lower 
than it was in 1952, 1953, or 1954. The wages per dollar of operating 
revenues 

Senator Coorrr. For 11 months? 

Mr. Ottver. Yes. 

That would, however, be a ratio, and it should be very nearly the 
same. 

It is a fact that in the last month of 1956 wages were higher than 
in the last month of 1955 wage rates, but it doesn’t seem to have 
affected the total railway wage costs. 

The wages per dollar of operating revenues showed a very slight 
change up and down. In 1955 they were lower than 1954, and 
slightly higher than 1952 and 1953. And the wages per dollar of 
operating expenses were almost exactly at the same level during the 
period, ranging only between 65.8 cents ‘to 66.6 cents, 

During that period there have been very substantial increases in 
wage rates. There have been some definite improvements in working 
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conditions, vacations, health and welfare program, as well as the 
rising wage rates. And yet the wage cost per unit of output per 
dollar of operating revenue and per dollar of operating expenses 
have remained almost constant, a very slight change. 

That is a characteristic of technological development in all Amer- 
ican industry, that the technological improvement provides the funds 
to pay for the higher living standards, the improved conditions, and, 
as here, the cost of any other improvements in the form of what is 
sometimes spoken of as fringe benefits. 

I may say, Mr. Chairman, that within the last 3 or 4 days there 
has appeared the issue of Railway Age. In that issue of Railway 
Age the carrier member of the Railroad Retirement Board has called 
attention to the very problem that I have been discussing here today, 
and expressed his opinion as to the very great importance of the 
railroads’ hiring of available men from the unemployment lists, 
and expressing what I think can only fairly be described as a very 
strong disapproval of the railroads’ practice of hiring new entrants 
and leaving unemployed men who are drawing unemployment 
compensation. 

I think it may fairly be said that the cost of the proposed 
protection for unemployed railway workers of long service can be 
very largely avoided through improved placement service. What 
remains can be borne without difficulty by the indsutry. 

Other American industries have recognized the inadequacy of 
existing unemployment compensation, and many employers have 
agreed with their employees to supplement the standard compensa- 
tion. Of the great number of such supplementary unemployment 
compensation agreements that have been negotiated, the best known 
have been those in the steel, automobile, and container industries. 

It is a little over 2 years ago, approximately 2 years, since this 
matter of supplementary employment benefits in the automobile in- 
dustry came to the fore. Their first plan was developed to fit the 
automobile industry, and was largely tentative. It has been fol- 
lowed since then by a very long list of companies that have entered 
into collective-bargaining agreements providing supplementary un- 
employment benefits. 

I have included in table A-26 (see pp. 148-153) a list of those com- 
panies that were available to me, as reported through the Bureau of 
Labor Statistics of the Department of Labor. I believe it is the 
Bureau of Unemployment Security of the Department of Labor. 

You will see that that list shows the name of the company, its loca- 
tion, the name of the union with which the collective-bargaining agree- 
ment was made, and the number of workers covered by those agree- 
ments. Some of these companies are very well known. The largest 
of them are the major automobile companies—Kaiser, Ford, and 
General Motors are all there. 

Between them about 650,000 employees are covered by supple- 
mentary unemployment benefit plans through collective bargaining. 
It spread from the automobile industry first into related industries, 
such as the rubber industry, and then into the glass industry. It has 
spread from the automobile industry into steel, and then into trans- 
portation equipment. 

You will see that Pullman Standard Car Manufacturing Co. has 
an agreement with the United Steel Workers of America providing 
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supplementary unemployment benefits for their employees. Farm 
machinery plants, the International Harvester Co., has a similar plan 
now for supplementary unemployment benefits. 

It has gone into even nondurable goods industries, hat compznies, 
and soap companies. Some of the principal food manufacturing con- 
cerns have established plans providing supplementary unemployment 
benefits. And, of course, within the last 6 months the steel industry, 
the United States Steel Corp. leading the way, has provided a supple- 
mental plan for unemployment compensation. 

In most of those uteukties the problem is different from what it is 
in the railway industry; in fact, in each of them it is different from 
what it is in the others. It would be impossible for them to provide 
in the various unemployment compensation laws for their particular 
industrial problems, since the compensation laws covering them cover 
also a wide variety of industries. 

That is a major distinction between the railway industry and those 
other major American industries. The railway industry has legisla- 
tion that applies only to the industry, and can incorporate in that legis- 
lation and amalgamate in the legislation or with statutory unemploy- 
ment compensation protection, measures that are adapted to the in- 
dustry. That is impossible for steel or automobiles or any of these 
other industries. They have provided for that kind of supplemental 
adaption through collective bargaining. 

I have included in the appendix to the statement filed with the Board 
excerpts from the plans of the General Motors Corp., the Continental 
Can Co., and the United States Steel. These plans, one with the 
United Automobile Workers of America, the second with the United 
Steel Workers, and the third with the International Association of 
Machinists, deal with three of the largest unions in the United States. 
There are only a very few, if any—I believe only 1, perhaps 2—larger 
than these 3 groups. And their industries are basic, their industries 
with which comparisons are most often made with respect to railroad 
wages and working conditions. 

The details of the plans, as I said, are adapted to their industries, 
General Motors being first on an experimental basis, probably subject 
to very substantial amendment as it comes up again. The principles 
have been established. The amount of compensation provided under 
these plans by comparison with that now in effect in the railroad in- 
dustry, and with that proposed here, develops 2 or 3. specific 
characteristics. 

The plans in those industries would, in general, pay more unemploy- 
ment compensation for the year of unemployment. For subsequent 
periods, of course, the railroad plan would provide greater compensa- 
tion to the man who remained unemployed. That arises—that need 
arises out of the fact that the steel industry, as the automobile and 
can and most of these other industries, is located in areas where trans- 
fer between industries is easy, and where the problem of retraining as 
well as relocation is much less difficult than in the railway industry. 

In general, however, for the period during which the unemploy- 
ment compensation is most necessary, these other plans would take 
care of their employees as well as, at least, the proposed legislation 
now before the committee. 
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The proposed legislation, therefore, I might say in conclusion, 
meets a serious deficiency in the present provisions for unemployed 
railway workers. It will give particular attention to the displaced 
older worker, and will simultaneously provide incentive for the rail- 
ways to relocate and reemploy these experienced men while it gives 
more nearly adequate compensation to those who are not placed. 

Departing in method from the protection afforded employees in 
other industries, the proposed legislation is nevertheless strictly in ac- 
cord with the principles now well established in the United States of 
increasing compensation for the unemployed. Finally its cost, insofar 
as it cannot be avoided by better placement of unemployed ‘railway 
workers, can naturally be met out of the savings which technological 
progress is bringing to the carriers. 

Mr. Scroene. Mr. Chairman, I am sorry I was a little late getting 
in after lunch, and I assume that Mr. Oliver’s statement has been in- 
corporated in the record, that is, particularly the tables appended, 
which would need to be reproduced. 

Senator Coorrr. I think he has read his statement. I believe that 
all that will be necessary will be to include the tables. 

Mr. Scuorenr. Yes; that is what I was particularly concerned about. 

(The material appended to Mr. Oliver’s statement follows :) 


TABLE A-1 


Employment, traffic, and employees per million traffic units, class I line-haul 
railways, 1920—January 1957 
| i ae | 
Employees (middle-of- | Revenue traffic units 
month count) | 


Employees per million 
traffic units 











| 
Year a Se See ee eee A ee aa — 
| | | 
Number Index Amount | Index Number | Index 
1920=100 | | 1920= 100 | 1920= 100 
| Thousands | 
1920... a 2, 022, 832 100.0 | 504,003, 546 | 100.0 | 4.01 100.0 
1921__. 1, 659, 513 | 82.0 | 381, 465,376 | 75.7 | 4.35 108. 5 
1923___ 1, 857, 674 91.8 | 488, 640, 418 | 97.0 | 3. 80 94.8 
1929_- 1, 660, 850 $2.1 | 509, 469, 831 | 101.1 | 3. 26 81.3 
ae s 971, 196 48.0 | 281, 904, 200 55.9 3. 45 86. 0 
1936__- 1, 065, 624 52.7 | 384,087, 844 76.2 | 2.77 | 69.1 
1939__- 987, 675 48.8 | 378,741,080 75.1 | 2.61 | 65.1 
1945... 1, 419, 505 70.2 | 864,435, 209 171.5 1. 64 40.9 
1946__- 1, 359, 263 67.2 | 721,329,378 143. 1 1. 88 46.9 
1947... 1, 351, 863 | 66.8 | 746, 569, 456 148. 1 1.81 | 45.1 
ns 2. 5k 1, 326, 597 65.6 | 720, 274, 822 | 142.9 1. 84 | 45.9 
esis 1, 192, 019 58.9 | 596, 689, 362 118.4 2. 00 | 49.9 
1950__._ 1, 220, 401 | 60.3 | 652,097, 758 | 129. 4 1. 87 | 46. 6 
1951_.. 1, 275, 744 | 63.1 | 715, $47, 531 | 142.0 1.78 44.4 
1952__. 1, 226, 421 60.6 | 682, 773, 648 135. 5 1. 80 44.9 
1953... 1, 205, 966 | 59.6 | 669, 123, 705 | 132. 8 1. 80 44.9 
ew as 1, 064, 337 52.6 | 607, 830, 816 | 120. 6 1.75 43.6 
ee 1, 057, 866 52.3 | 680, 666, 354 | 135. 1 1. 55 38.7 
1956_.__- ; 1, 042, 738 51.5 | 1 705, 226, 920 139.9 1. 48 36.9 
January 1956_... 1, 045, 815 | i ee ae a a a 2 a 
January 1957... __-| 996, 105 WS Soeenccnene eee eee BE ede bast bee beta 


1 Derived by applying to first 11 months of 1956 the ratio of the first 11 months of 1955 to the year 1955. 


Source: Interstate Commerce Commission, 1920-53, Statistics of Railways in the United States; 1954 and 
1955, Transport Statistics in the United States; 1956 and 1957 Statements M-220 and M-300. 
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TABLE A-2 





Beneficiaries under the Railroad Unemployment Insurance Act, 1945-56 

































Total Percent of 
Benefit year qualified Beneficiaries qualified 
employees employees 
| “ 

1945-46_____- bi iid Ries tee obi e ebony) ante danwmis’ 2, 284, 292 162, 800 7.1 
a eeu inexivib tense Dtipcwrertzmwrapinconn 2, 379, 076 203, 600 8.6 
PREZ 5 Soke Dabs athens Acomictins cae Obs ial madietanh i debibbaaede 2, 270, 400 199, 300 8.8 
ES a es a ee ae etiamaeaitel atti 2, 101, 373 277, 600 13.2 
Ete. Jrche ted. anastbebhonbseascacechudlicectiuwédanns 2, 045, 700 470, 400 23.0 
I a a i al ew nitiind kde al 1, 840, 000 150, 700 8.2 
hell at nate cudwaicunimenemnnewe ' 1, 857, 100 167, 800 9.0 
Ic SOE 8 Se el Liban veedbaebeteaseneekeuks 1, 810, 700 214, 500 11.8 
SEE Sidelines deite tellin ditelin lets oe 1, 769, 100 262, 000 | 14.8 
MER Lio) toot) te eeld S sdacan dee eels 1, 681, 900 307, 200 | 18.3 
id ah Ake aditn sk ca itds 5 aithd emindh obs obeiblaiingpaisaaleils 1, 481, 600 137, 600 9.3 













~ Source: Railroad Retirement Board, annual reports. 

TABLE A-3 

Railroad employees, by employment status, 1937-55 
{In thousands] 







































Employees | Employees | Employees 
Year in service | separated | in active New Re- 
during uring service at entrants entrants 
year year end of year 
ieieetelasieiiaatslbscaniegadidstaehcibeaetattipilids nicki ecibii tideerench tomcat 1, 996 582 | 1, 414 () 
a cena 1, 617 258 1, 359 196 7 
RS OS Se eee 1, 665 251 1,414 236 71 
Ree ee See 1, 708 273 1, 435 249 | 44 
ee oe 2, 053 439 1,614 552 66 
i 2, 588 792 1, 796 908 | 66 
DR aUht niece ebecbsuhichadins schon ibaa iiee eeni | 2, 888 977 1,911 1, 026 65 
ii ce RARE ccnckdibonimenseiueawe | 2, 904 923 1, 981 907 88 
eee Ce rte e 3,016 1,071 1, 945 835 199 
ne ehenbcase 2, 660 754 1, 906 457 259 
ee ee euwecdibibee «tall 2, 476 616 1, 860 397 173 
 detlinktccdusduahiendnwabhdnchiwnee bodies 2, 313 471 1, 842 312 141 
id 2, 102 438 1, 664 171 89 
Sara ains deanna aca teins cxiiciedi ind tecdancinints dovda atest 2, 053 355 1, 698 251 138 
Sl tiinditnatbobuidebniaccuksbakeiemneoninets 2, 093 417 1, 676 267 129 
gees 2, 032 378 1, 654 244 112 
ate Be oe a ke Soe can 1, 968 | 432 1, 536 208 106 
a 1, 682 265 1, 418 88 58 
Si ciicacatindaeeiaediG a A eiscassadtchhids bade wmensateisne 1, 672 2250 21,422 158 96 

























1 Not available. 
3 Preliminary estimate. 


NotTe.—Employees separated represent employees (including those who die or retire) who work in a year 
but not in the following year; employees in active service at end of year are those who work in a year and in 
the year following; new entrants are employees with no previous railroad service; and reentrants are those 
who returned to railroad service after an absence of at least 1 calendar year. The number in active service 
at end of any year is the difference between the num ber in service during the year and the number separated 
during the year. This difference, added to the number of new entrants and reentrants in the following 
year, gives the number in service in that year. Data based on 4-percent sample. 
Source: Office of Director of Research, U. 8. Railroad Retirement Board, Mar. 1, 1957. 


TABLE A-—4 


Average days of unemployment under Railroad Unemployment Insurance Act, 








1945-56 
] | | 
Average days | Accounts 1] | Average days Accounts 
Benefit year of unemploy- | exhausted 1] Benefit year | of unemploy- | exhausted 


ment ! i| | ment ! 


| 
\ SEES 64 | 15, 388 || 1951-52_.......__- 65 | 10, 700 
101 
| 
| 
| 









1946-47_._........- 47,639 || 1952-53......_.._- 69 | 15, 354 
NTI ik nine 74 22, 469 || 1953-54. _.____._.. 100 34, 340 
SI ath diccieere 74 20, 331 || 1954-55__._......- | 105 76, 531 
1949-50. .......... 93 83, 131 || 1955-56..........- 90 | 21, 859 
_ eee | 74 16, 733 | 








+» 1 Average days of unemployment include all creditable days, whether waiting-period or compensable, 
but the first 7 days for each beneficiary are excluded in computing the average per week of total unemploy- 
ment. 


Source: Railroad Retirement Board, annual reports. 
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TABLE A-5 


Duration of unemployment, by age groups, benefit years 1947-48, 1950-51, 1955-56 





Percent of qualified 
Days of unemployment employees draw- 
ing benefits ' 
Ags group 





1947-48 | 1950-51 1955-56 | 1950-51 1955-56 








Under 20. . See cbeeb anne e nae xchewbamdee 7 68 80 13 18 
20 to 24___- oe ee eek Ce scoekaeueaaaee 65 43 80 9 14 
25 to 29 2 ae 4 rewneansecsaceee 65 64 80 10 | 13 
30 to 34 . = ee nik ai lecttie skins apace ew 69 65 83 9 | 12 
35 to 39 72 66 85 | 9 ll 
RE =F Eee es) ae ee 75 72 91 | 10 | 11 
45 to 49 ; cana panel 76 | 76 95 | 9 | ll 
50 to 54 ea sell 80 | 81 99 | 7 | 8 
55 to 59 g edeaeeed 81 | 85 100 | 6 6 
60 to 64 89 90 105 6 5 
65 to 69 | 104 | 108 104 | 5 | 4 
70 and over___- | 130 115 109 | 5 2 

Average - 75 | 73 90 | 8 9 

! 


1 Not available for 1947-48. 


Source: Railroad Retirement Board, annual reports. 


TABLE A-6 


Age distribution of railroad unempioyment insurance beneficiaries, 1955-56 


Num ber of Percentage Cumulative 
Age on birthday in 1955 beneficiaries | distribution | percentage 
listribution 


Total ot OO is css reac Said aire a Ne cic an ee. > 
Under 20 Stale idee be tbéaaiae 1, 200 1.0 100.0 
20 to 24 suc ; oe sei 9, 700 7.1 99.0 
25 to 29 i : et = ere 18, 600 13.5 91.9 
30 to 34 5 i eatinee 18, 500 13.4 78.4 
35 to 39 ; : ha F 17, 700 12.9 65.0 
40 to 44 . . ‘ sa isin 3 - 18, 200 13.2 52.1 
45 to 49 ake ; Lecumsiniie ste taat 17, 400 12. 6 38.9 
50 to 54 ory ncaa on ‘ dawns 14, 200 10.3 26.3 
55 to 59 nsdn ; ‘ ane : i 10, 600 v2 16.0 
60 to 64 5 bdhs See 7, 600 5. 5 8.3 
65 to 69 J ona - 3, 200 2.3 28 
70 and over e ; ‘ a ictiateako ihagee at pee, = 700 .5 .5 


Source: Railroad Retirement Board, annual report. 
TABLE A-7 


Exhaustion of railroad unemployment benefits, 1947-48, 1950-51, and 1955-56 





Benefit exhaustions Percentage of exhaustions to 
beneficiaries 
Age _ | | 
1947-48 | 1950-51 1955-56 1947-48 | 1950-51 | 1955-"6 
: : iieccaebel a intense | | 
Under 20 | 221 | ; 132 5 | | 11 
20 to 24 | 1, 269 901 1, 067 7 6 | ll 
25 to 29 1, 604 | 1, 169 | 1, 860 7 6 | 10 
30 to 34 1, 875 | 1,233 | 2,220 8 7 12 
35 to 39 2, 306 1, 038 2, 301 9 6 13 
40 to 44 : ena 2, 891 | 1, 784 2, 730 11 10 | 15 
45 to 49 2: 608 1,672 | 2,784 ll 9 | 16 
50 to 54 2, 232 1, 886 | 2,414 12 2 17 
55 to 59 | 2,024 1, 554 | 1, 908 13 | 14 18 
60 to 64__- oii ‘ | 1, 865 1, 544 | 1, 748 18 17 23 
65 to 69 A .| 1, 231 1, 144 660 26 26 | 20 
70 and over 2 ms | 706 441 112 46 35 | 16 


Source: Railroad Retirement Board, annual reports. 
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Taslte A-8 


Railroad unemployment insurance accounts exhausted, by years, 1945-56 





| | 






































| 
Benefit year Beneficiaries | Accounts Percent of 
exhausted | beneficiaries 
icemiiaitil te tas _ ee os ee ee — | eas | gin 
eater tara ch cunnsuaciainctssonne 162, 800 | 15, 388 | 9.5 
IS os chaiheakth es 2s dbbvaleibihh. a6 mchduiblidetien« pothesis pbbcenbess 203, 600 47, 639 | 23.4 
ESE SESS RS Ss Scie ee coeeeemeeeee 199, 300 | 22, 469 | 11.3 
tek Scab eka Pine skieddGchekiabtakbiewaneekoou | 277, 600 | 20, 331 | 7.3 
DREMEL. oes oat ch eahobesspbosschadkenunseese | 470, 400 83, 131 | 7.7 
RS a i a ccc aeeibanens saea athena 150, 700 16, 733 1L.1 
Elin cond Ube mienkechbicccinphtbienwsncddenesaresne 167, 800 | 10, 700 | 6.4 
a Eng 8 ch Macca maiden cee 214, 500 | 15, 354 7.2 
a ee eS a ool BT nt omibidirenatenis | 262, 000 34, 340 13.1 
se Md et Bes a cbnbinanenias 307, 200 76, 531 24.9 
I Ebi ice Stace bilcnceccdd a baicksnsihiocniuusdankununese | 137, 600 21, 859 15.9 
Source: Railroad Retirement Board, annual reports. 
TABLE A-9 
Railroad employees in 1954, by age and by period of service 
NUMBER 
| is as | a a si 
Employees with 10or more | Employees with less than 10 
years of service ! years of service 
All | ; on Se ars 
Age on birthday in 1954 employees | Employ- 
in 1954 | ees in New 
Total service All Total entrants All 
ineach | others | in 1954 others 
| year, | 
| 1937-54 
a 1, 682, 300 905, 100 | 528, 400 376,700 | 777,200 | 87,700 689, 500 
Under 20......-... sitaiainiacaiated 32, 800 |------- ; ee ee 18, 100 14, 700 
aE 117, 700 os | 117,700 28, 800 88, 900 
25 to 29..__- = 177, 400 6, 000 6,000 | 171, 400 13, 800 157, 500 
I non ciptent mating 188, 300 39, 400 200 39,200 | 149,000 9, 400 139, 600 
35 to 30 5 : 185, 300 85,800 | 11,200 | 74,600; 99, 500 6, 100 93, 400 
40 to 44 ion 176, 400 | , 700 31, 300 70,400 | 74,800 4, 800 70, 000 
45 to 49. : $ 180,600 | 125, 500 64,500 | 61,000 | 55,100 3, 500 51, 500 
SR atcinaciee 193, 900 55,900 | 104, 400 51,500 | 38,000 2, 000 36, 000 
55gto 59 177, 600 57, 400 120, 800 36, 600 20, 200 600 19, 600 
60fto 64 . " 147, 000 5, 000 112, 800 23, 200 11, 000 400 10, 600 
65 to 69 ‘ a 80, 600 | 76, 200 65, 300 10, 900 4, 500 100 4, 400 
aac ke wew nance 22,000 | 20,100 17, 600 2, 500 1, 900 - 100 1, 900 
Median age at end of 1954__ | 43.9 53.0 57.2 44.8 32.2 24.5 33.0 
TABLE A-10 
PERCENT 
I lod enh ciara eete 100 100 100 100 100 100 100 
.  ——e ae Ohi eeceuawn Senin 4 21 2 
20 to 24 : somicdinged 7 ; See aad pene 15 33 13 
25 to 29___- ‘ ‘ ll Bienes 2 22 16 23 
30 to 34_____- 2 ll 4 i) 10 19 ll 20 
RRR cc ccccces 11 10 2 20 13 7 14 
40 to44____. . 10 ll 6 19 10 5 10 
45 to 49 : ; ll 14 12 16 7 4 s 
50 to 54 111 | 17 20 14 5 2 5 
55 to 59 ‘ 11 17 23 10 3 ] 3 
60 to 64 9 15 2 6 l ‘ l 
65 to 69 __- 7 5 Ss 12 3 l ‘ 1 
70 and over 1 2 : i ‘ ‘ ‘ 


1 Employees with 120 or more months of service, including service before 1937. 
2 Includes a small number of employees whose ages were not reported. 

3 Based on employees whose ages were reported 

4 Less than 0.5 percent. 


Source: Office of Director of Research, United States Railroad Retirement Board, Mar. 1, 1957 
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TasLeE A-11 


Railroad employees in 1952 by occupational group and employment status 




















| Employees Employees New en- 
Occupational group | in service separated trants Reentrants 
| during year | during year 

I a ns et nia aes - . . | 2, 021, 500 367, 000 232, 800 | 112, 200 
Class I line-haul......--_.-_-- cee 1, 712, 800 300, 200 185, 400 | 90, 300 
Executives, supervisor, and professionals_ 90, 700 5, 600 1, 800 | 600 
Station agents and telegraphers | 54, 500 5, 100 2, 900 | 1, 400 
Clerks and other office employees -___ 171, 500 19, 600 14, 700 | 4, 500 
Engineers and conductors : ‘ } 91, 600 6, 700 (4) | 700 
Fireman, brakemen, switchinen ard hostlers_ 243, 400 28, 500 15, 100 | 8, 000 
Gang foremen._........-- ; 46, 800 2, 500 | 300 | 500 
Skilled way and structures employecs-_- | 47, 000 6, 900 4, 400 2, 100 
Skilled shop employees____.__-- 185, 500 14, 300 | 3, 700 | 2, 700 
Helpers can apprentices ____ Ce | 141, 400 | 26, 400 | 21, 100 | 7, 700 
Extra gang laborers } 2 : | 137, 900 59, 000 38, 000 | 23, 300 
Other way and structures laborers___- 204, 300 62, 500 40, 400 | 20, 600 
Shop and stores liborers___- 109, 900 | 20, 200 15, 000 | 6, 000 
Station and pl.itform laborers x 92, 900 25, 500 | 16, 600 | 7, 700 
All other oceup itions__-___- | 95, 000 16, 800 11, 300 | 4, 300 
Occupation unknown aes poate’ 400 500 | (4) (4) 
Other than class I — | 308, 700 | 66, 800 | 47, 400 | 21, 900 


1 Less than 50. 

Notre.—Employees separated represent employees (including those who die or retire) who worked in 
1952 but not in the following year; employees in active service at end of year are those who work in a year 
and in the year following; new entrants are employees with no previous railroad service; and reentrants 
are those who returned to railroad service after an absence of at least 1 calendar year. Detail may not add 
to totals because of rounding. Data based on 4-percent sample. 

Source: Office of Director of Research, U, 8. Railroad Retirement Board, Apr. 7, 1955. 


TABLE A-12 


Number of new entrants in 1953 by occupational group 


Occupational group Number of 
new entrants 


Total 


Total class I__- 


rer 186, 735 
Executives, supervisors, and professionals dane 2, 111 
Station agents and telegraphers att 2, 989 
Clerks and other office employees 14, 601 
Engineers and conductors 


Firemen, brakemen, switchmen, and hostlers 
Gang foremen 


12, 594 


651 

Skilled way and structures employees 4,415 
Skilled shop employees 2, 894 
Helpers and apprentices 16, 596 
Extra gang laborers 37, 885 
Other way and structures laborers 36, 671 
Shop and stores laborers 11, 602 
Station and platform laborers 14, 049 
All other employees 10, 997 
Unknown 680 
Other than class I- 39, 497 


Source: U.S. Railroad Retirement Board. 
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TABLE A-16 


Railroad empmyess in 1954, by occupational group and paeens status 






































| | 
Occupational group Total New Reentrants| Separated 
| entrants 
AI: o:c acs wuts magenta sor edichnnaindnaeaeaesaa ence 1, 682, 300 88, 300 | 58, 300 265, 000 
Saleh eleS. osc. a ee ES | 1, 417, 300 64, 900 46, 600 211, 900 
Office employees: 
Executives, supervisors, and professionals. -------_-- | 89, 400 1, 000 500 5, 300 
Station agents and telegraphers_-._.____- sinadeaainainentaial | 52, 100 2, 100 1, 300 5, 000 
Clerks and other office employees. .............---- | 157, 800 7, 200 3, 300 16, 400 
Train-and-engine-service employees: 
eee Se ee EE Lisecons concen 400 5, 700 
Firemen, brakemen, switchmen and hostlers.-_.._- 213, 400 3, 500 | 4, 000 17, 000 
Gang foremen.. ae Leumsicasacneacs teouesececees MGW Toscwecsecces 300 2, 700 
Maintenance employees: | 
Way and structures craftsmen-.._.............-.----| 42, 900 1, 400 | 1, 300 | 5, 600 
I ca eebiewiind haaem | 161, 300 800 | 1, 400 15, 000 
Helpers and apprentices icidhcocchiwnkmenmaeimels a 106, 400 3, 800 3, 300 21, 200 
I ne acon | 80, 300 13, 100 11, 300 34, 400 
Section and other maintenance-of-w i ae 151, 600 15, 000 9, 900 38, 200 
Other shop and stores employees-_-_-----_-_-- —e 83, 900 2, 000 1, 800 13, 600 
Station and platfrom employees-_.............--------- 70, 900 7, 400 4, 600 15, 700 
in UE HII 5.5 ebencndcicasesesccdewtscoccs 86, 700 7, 600 3, 200 16, 500 
iia ii Te se me meer amen: 5% = 965,000; 23,400|  11,700| 52, 700 
| 
1 Includes a small number of employees whose occupation was not reported. 
NoTe.—Separations based on a 4-percent sample. 
Source: Office of Director of Research, U.S. Railroad Retirement Board, Mar. 1, 1957. 
TABLE A-17 
New entrants into railroad service in 1955 by occupational group 
Occupational group Number 
Total kaos ‘ 158, 033 
Class I roads, total 126, 118 
Executives, supervisors and professionals -_- 1, 95¢ 
Station agents and telegraphers ; 2, 73% 
Clerks and other office employees- 13, 887 
Engineers and conductors 
Firemen, brakemen, switchmen, and hostlers | 17, 388 


Gang foremen 
Way and structures craftsmen___- 


2, 699 
Shop craftsmen 2 


2, 325 

Helpers and apprentices-_- 11, 064 
Extra gang men 18, 474 
Section and other maintenance-of-way men_- | 22, 896 
Shop and stores employees | 6, 708 
Station and platform employees } 16, 685 

All other class I road employees !__- | 9, 310 
Other than class I employees- 31, 915 


1 Includes small number of employees whose occupation was not reported. 


Source: Office of Director of Research, United States Railroad Retirement Board, Mar, 1, 1957. 
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TaslLeE A-20 


Unemployment benefits: Beneficiaries, by occupational group, and by age for 
seempeeNs in benefit your E 1955-56 


: ———$—$__—_____ _ — 

















| Median! Age on birthday in 1955 
Re i Met 7 
Occupational group Total end of | 
1955 a 25 to 34 | | 35 to 44 | 45 to 54 |! 55 to 64 | 65 and 
j | over 
| 
| | | | | 
Total , - 137, 600 41 | 10,900 | 37, 100 | 36, 000 | 31,600 | 18,200 | 4,000 
Office employees: 
Executives, supervisors, and | 
professionals 600 51 ma 100 100 200 | 200 100 
Station agents and telegra- | 
phers 1, 900 | 32 400 600 300 | 200 | 200 10 
Clerks and other office em- | 
ployees 7, 100 | 37 | 900 | 2,300; 1,500/ 1,400 800 100 
Train-and-engine-service employ- | | 
ees: } 
Engineers and conductors. _ - 3, 000 | 52 GQ) | 300 | 700 800 900 400 
Firemen, brakemen, switch- | | | 
men, and hostlers-.-- het 18, 600 36 | 1,600| 7,400); 5,400 2,700 | 1,200 300 
Gang foremen -- ba 1, 600 | 47 | 100 300 | 400 400 | 400 100 
Maintenance employees: | | | | 
Way and structures crafts- | | 
men ico a 3, 500 | 40! 300] 1,100 800 | 900 | 300 100 
Shop craftsmen | 11,100 44 | 400 | 2,800 2,600 | 2,800} 2,200 300 
Helpers and apprentices 10, 700 | 40 | 1,200 2, 800 2, 700 2, 200 1, 600 300 
Extra-gang men; section and | | | 
other maintenance-of-way | | 
men 46, 700 | 41 4,400 | 12,300 | 12,200 | 11,200 | 5,500 1, 200 
Other shop and stores employ- | | | | | 
ORR a 8, 800 42 400 2, 200 2,500 | 2,000 1, 400 300 
Station and platform employees. -_| 1, 100 41 | 700 2, 600 2, 800 2, 400 1, 400 300 
All other employees- ---.---- we | 13,900 5 500 | 2,300 4, 100 4, 200 2, 100 700 


1 Fewer than 50. 


NoTE.—Data based on 10-percent sample of beneficiaries. 
Source: Office of Director of Research, U. S. Railroad Retirement Board, Mar. 1, 1957. 


TABLE A-21 


Summary of Railroad Retirement Board field office activities, by months, for the 
calendar year 1954 














| | | 
| Claimant] Unem- | | Placements} Claimant placements 
loadasof| ploy- | Claimant Job | in railroad Se es 
Month theend | ment | eligibility openings | industry 
ofthe /|insurance}] inter- end of | (Cland Rail- | Non- | 
month | claims views month } non-CI road rail- | Tota 
received | } | road 
| | j } 
January | 129,088 | 50,486 | 20,532 792 | 1, 423 | 495 | 34 | 529 
February-.___- nce) 198910! 24718 | SS 478 | 679 376 | 34 | 410 
March_._-_. * 149, 367 32, 759 26, 606 447 1, 176 727 | 44 77 
April ; | 139, 108 18,988 | 21,490 638 | 2,892 | 2,000 89 2, 089 
May.-.- ; $ 113,613 | 10,440 13, 893 503 | 3, 304 1, 993 | 61 2, 054 
June-_-- | 94,958 | 9, 357 9, 759 | 633 | 3, 158 1,713 41 1, 754 
July. is | 118, 154 120, 042 | 9, 353 | 415 2, 568 1, 008 57 1, 065 
August neat 114, 505 28,409 | 14,840 | 420 2, 276 91k 55 | 966 
Septem ber-._- 116,476 | 25,099 | 7, 283 351 | 2, 226 | 792 | 79 871 
October sails 118, 812 22, 640 | 12, 994 490 2,394 | 1,038 52 1, 090 
November... 134,766 | 30,411 13, 186 1, 052 | 1, 783 | 545 | 65 610 
December 151,960 | 32,668 | 14, 167 | 405 | 2,978 | 1,844 162 | 2,006 
° 
Total_- 406, 012 | 185,639 aleiieaos ; 26, 857 | 13, 442 73 | 14, 215 
! | 


Source: ene by Railroad Retirement Board, Bureau of Unemployment and Sickness Insurance, 
Apr. 5, 1955. 
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Table A-22 


Summary of Railroad Retirement Board field office activities, by months, for the 
calendar year 1956 























|Claimant!| Unem- |Claimant| Placements) Claimant placements 
jloadasof| ploy- eligi- Job in railroad |_ 
Month the end | mentin-| bility | openings} industry | | 
of the surance inter- end of (CLand | Rail- | Non- 
month claims views month non-CI) | road | rail- | Total 
received | | road 
| 
SONOUT 52-2655. ----| . 67,320 | 138, 827 12, 489 1, 567 | 2,890 | 1,190 186 1, 376 
Ph i ose aG ces 62,597 | 131, 551 11, 230 1, 701 2, 329 1, 482 137 1, 619 
March ----------| 54,476 | 129,624 10, 956 2, 384 | 4,123 | 2,175 | 248 2, 423 
Bests .4s-t- - ...-| 37,048 | 97,951 | 7, 958 2, 703 | 5,948 | 4,089 237 4, 326 
Ed one ‘ ---| 27,062} 71,804 | 6, 597 2, 110 5,419 | 2,817 | 258 3, 075 
gune..... pines 21,984 | 49,942 4, 427 | 1, 629 | 3,869 | 1,249 | 155 1, 404 
July bimae < 93, 268 121, 069 4,979 1, 221 3,002 | 1,329 135 1, 464 
SIL. 5 deibbh ide ie cite bé 61,454 | 164, 649 | 8, 757 | 2, 022 | 3,818 | 2,192 | 223 | 2,415 
September ___- Se 44,869 | 96, 502 8, 159 | 2, 630 | 4,031 | 2,431 | 359 | 2,790 
October -_- 42,749 | 97,230] 9,224] 3,184 | 4,493 | 2,519} 439] 2,958 
November . 57, 819 | 97, 822 8, 931 3, 089 | 3, 160 2, 029 | 396 2, 425 
December...............| 68,200 | 135, 690 | 8, 500 | 1, 599 | 5, 643 | 3, 557 919 | 4, 476 
mone 5252) SUE 11,332,661 | 102, 207 48,725 | 27,059 | 3,692 | 30,751 
| | | 


a erepnye by Railroad Retirement Board, Bureau of Unemployment and Sickness Insurance 
Mar. 1, 1957. 


PLACEMENT ACTIVITIES OF THE RAILROAD RETIREMENT BoarD, 1955 anp 1956— 


EXCERPTS F'RoM REPORTS IN THE MONTHLY REVIEW OF THE RAILROAD RETIREMENT 
BoarRpD 


January 1956 


In recent months, the Board has been placing a great deal of emphasis on 
finding jobs for employees who claim unemployment benefits. This emphasis 
has a double-edged purpose, designed to promote the general well-being of the 
railroad industry from the standpoints of both the railroad employer and the 
railroad employee. 

From the employer’s point of view, the Board’s placement program has two 
distinct advantages: It helps to conserve the funds in the railroad unemploy- 
ment insurance account, and it helps the industry to maintain an experienced 
and well-trained working force. Its principal advantages to the employee are: 
It reduces loss of earnings, and often prevents it altogether; and it assists 
employees who are furloughed or laid off from their railroad jobs to find employ- 
ment which is well suited to their particular training and skills. 

o a * * ok * * 


This practice of hiring new employees without regard to the fact that former 
employees are drawing unemployment benefits has been particularly common, 
and costly, with respect to intermittent workers and others with little or no 
seniority with the railroad industry. Just how costly can be seen from the 
following illustration: For instance, a railroad hires a new trackman at the 
rate of $1.50 an hour. At the same time, a former trackman at the same location 
is drawing unemployment benefits at the rate of 75 cents an hour. Since unem- 
ployment-insurance taxes are levied only on the railroad employer, it can be said 
that the hiring of the new employee instead of the claimant costs the railroad 
more than the employee’s wages alone. For example, it costs the railroad $12 a 
day in wages, and at the same time it costs the unemployment-insurance account 
$6 in benefits. By hiring the claimant, on the other hand, $6 would be saved for 
the account, since such action would take the claimant off the benefit rolls. 


* * * * - * s 


(Source: Railroad Retirement Board, the Monthly Review, January 1956, 
pp. 3-5; May 1956, p. 88; August 1956, p. 148; December 1956, p. 218; January 
1957, p. 2; February 1957, p. 38.) 

While it is still too early to evaluate properly the extent of the savings to the 
unemployment-insurance account that the new labor office will achieve, early 
reports on its operations are favorable. For example, placement and related 
activities of the Chicago district office, to which the new labor office is attached, 
saved the unemployment-insurance account an estimated $76,000 in the 3 months, 
September, October, and November 1955. This estimate is based on the fact 
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that 900 claimants got jobs during the period through referral by the labor office, 
and that 7,600 claimed days of unemployment were denied because the claimants 
were found not to be eligible for benefits. 

May 1956 

As a result of emphasis being given to placement activities, regional directors, 
chiefs of field activities, and field office staffs are continuing and intensifying 
their efforts to get claimants for unemployment benefits placed in jobs. 

Considerably better progress was made by Board offices during January, Feb- 
ruary, and March of 1956 than in the corresponding months of 1955. A total of 
5,418 claimant placements were reported for this 3-month period this year, as 
compared with 3,135 for the same period last year. 

Board offices also try to find nonrailroad employment for claimants who can- 
not be placed in railroad work. A total of 571 claimant placements on nonrail- 
road jobs were reported for the first quarter of this year, as compared with 427 
last year. 

The Board is also getting more assistance this year than last from railroad 
unemployment claims agents. Although no figures are available, several Board 
offices report that the activities of a number of these agents are resulting in many 
claimants being rehired. 

Railroads generally are cooperating more and more with the Board in its 
efforts to place claimants. During the 3-month period, a number of Board offices 
reported excellent railroad cooperation in the stabilization of railroad employ- 
ment. Railroad hiring officials are now careful to give priority to qualified 
unemployed railroad workers (particularly claimants) over new employees. The 
relaxing of hiring restrictions and the transferring of laid-off employees to other 
locations and departments are also on the increase. 


August 1956 


The placing of unemployment benefit claimants in jobs was another program 
given greater emphasis by the Board during the year. Letters were written to 
the presidents of the major railroads and to the chiefs of the railway labor 
organizations informing them of the Board’s efforts and pointing out how their 
eooperation in this program could help stabilize employment and reduce the drain 
on the unemployment insurance account. 

The Board began gathering information on current track-laborer claimants 
by railroad and location early in February. This information was passed on 
to top railroad officials who were planning spring recruitment of maintenance- 
of-way workers. As a result of these efforts, many claimants were placed on 
track-maintenance jobs that might otherwise have been filled with workers new 
to the industry. 

Another program, put into effect in June, is aimed at encouraging wider par- 
ticipation among claims agents in the employment-stabilization program. Many 
of the major railroads are cooperating and have acted on the Board’s suggestion 
that instructions be issued to their claims agents to do everything possible to 
find jobs for the claimants who come to them to register for unemployment 
benefits. 

During the year, over 24,000 claimant placements were reported by board 
field offices in comparison with 18,000 in the preceding year. 


December 1956 


The rise in claimant placements continued during October 1956, when a total 
of 2,959 claimants for benefits under the Railroad Unemployment Insurance Act 
were put in jobs under the Board’s placement program. This was an increase 
of 169 over the preceding month and a rise of 1,565 over October 1955. Of the 
October 1956 placements, 85 percent—2,520—were placed in railroad jobs. 

Railroad unemployment claims agents reported that they placed a total of 
717 claimants. Of that number, about 12 percent were in nonrailroad jobs. 

Although the claimant load was down some 5 percent, it was about 22 percent 
higher than a yéar ago. The October drop was due principally to the recall of 
furloughed workers and the availability of nonrailroad jobs, but the higher 
level of placements was also a factor. 


January 1957 
During November, 2,400 unemployment benefit claimants were placed in jobs 
as a result of the Board’s placement program. This was 800 more than in 


the same month a year earlier, but 500 fewer than in October 1956. Eighty-four 
percent of the claimants were placed in railroad jobs. Railroad unemployment 
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claims agents participating in the program were responsible for 524 claimant 
placements—484 in the railroad industry and 40 in nonrailroad employment. 

A new program has been introduced in the continuing campaign to conserve 
railroad unemployment insurance funds and stabilize employment. It is a 
partnership plan, whereby railroad management, railway labor, and the Board 
will further share the responsibility for securing suitable employment for un- 
employment benefit claimants. Near the end of November, the first of monthly 
inventories of active claimants as of the middle of the month were sent to the 
major railroads. The inventories are taken on a systemwide basis and give 
information on claimants last employed by a particular railroad. The managers 
of Board offices are now consulting with railroad officials in each locality to 
work out a plan for finding jobs for these claimants. 

The number of claimants were were registering for benefits at the end of 
November—55,000—was 19,000 more than at the end of October. The most im- 
portant reason for this increase was the seasonal drop in employment in both 
railroad and nonrailroad industry. 


TABLE A—24 


February 1957—Railroad unemployment statistics, July 1955 to December 1955, 
and July 1956 to December 1956 


July 1955- | July 1956- | December | December 





December | December 1955 1956 
1955 1956 
siesta aannit 7 —| -| a —-| 
Applications received | 111,600} 181,304 21, 178 | 17, 374 
Claims received | 485, 183 731, 882 119, 556 | 133, 649 
Number of payments i | 27, 533 | 658, 527 | 106, 955 | 118, 912 
Average amount of payments | $54. 05 | $57. 18 $54. 82 | $58. 08 
Benefit accounts opened - af 91, 390 | 152, 367 | 19, 175 16, 317 
Benefit accounts exhausted __. | 3, 487 | 2, 870 947 678 
Beneficiaries (current-year claim periods) _--- | 86, 010 | 151, 250 55, 840 69, 900 


Source: Railroad Retirement Board, the Monthly Review, January 1956, pp. 3-5; May 1956, p. 88; August 
1956, p. 143; December 1956, p. 218; January 1957, p. 2; February 1957, p. 38. 


GENERAL Morors CorpP.—SUPPLEMENTAL UNEMPLOYMENT BENEFIT PLAN 
Contributions 


Company to contribute 5 cents per man-hour compensated. 

Company contributions will be paid into a fund eventually to be built up to 
“maximum trust fund position” of $400 per employee (including workers laid off 
but eligible for benefits)—or a total of $150 million, assuming no change in 
employment from June 1955 levels. 

Company contributions to the fund will cease when it reaches 100 percent 
(maximum trust fund position) and will be resumed only as necessary to restore 
this level. 

Benefits 


“Special” benefits—to be paid for the first 4 weeks of benefits—will, when 
added to State unemployment and other compensation, equal 65 percent of the 
employee’s weekly straight-time wages after taxes or $25 whichever amount is 
smaller. 

“Regular” benefits—paid for each subsequent week of benefits up to a maximum 
of 22 additional weeks—will, when added to unemployment and other compensa- 
tion, equal 60 percent of the employee’s weekly straight-time wage after taxes 
or $25, whichever is smaller. 

In any situation in which the trust fund position is more than 4 but less 
than 13 percent, benefits will be reduced by 20 percent, but in no event to an 
amount less than $5 by reason of such reduction. If such position is less than 
4 percent, no benefits are payable. 

Benefits became payable on June 1, 1956. 


Eligibility 


Laidoff employees with at least 1 year’s seniority and with benefit credits will 
be eligible for benefits after a waiting period of 1 week within the benefit or 
calendar year. 

To obtain a week of benefits, employees will surrender credits varying from 1 


to 10 units, depending on length of service and the amount of funds on hand 
to pay benefits. 
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During the first 2 years of the plan employees with less than 10 years’ seniority 
will accumulate 0.25 of a credit unit for each week in which they were employed 
32 or more hours, and employees with longer service will accumulate 0.50 of a 
credit unit for each such week of employment. Subsequently all employees will 
receive 0.50 of 1 credit unit for each such week of employment. A maximum 
of 26 credit units can be accumulated by a worker at any one time. 





If the seniority of the person to whom such benefit is paid is— 





If the trust fund position ap- 








| 
plicable to the week for 1 to 5 5 to 10 10 to 15 15 to 20 20 to 25 | 25 years 
which such benefit paid is— years years years years | years | and over 
| | 








The credit units canceled for such benefit shall be— 








&5 percent or Over____.-.__--- 1.00 1.00 1.00 | 1.00 | 1.00 1.00 
76 to 84.99 percent____. 111 1.00 1.00 1.00 | 1.00 1.00 
67 to 75.99 percent ss ‘ 1. 25 1.11 1.00 1.00 1.00 1.00 
58 to 66.99 percent i: 1. 43 1. 25 1.11 | 1.00 | 1.00 1.00 
49 to 57.99 percent____- 1. 67 1. 43 1. 25 1.11 1.00 1.00 
40 to 48.99 percent____- ° 2.00 1. 67 1. 43 | 1. 25 1.11 | 1.00 
31 to 39.99 percent__...___. 2. 50 2. 00 1. 67 | 1. 43 1. 25 1.11 
22 to 30.99 percent._........_-- 3. 33 2. 50 2.00 | 1. 67 1. 43 1. 25 
13 to 21.99 percent__.__ 5.00 3. 33 2. 50 2.00 | 1. 67 | 1. 43 
4 to 12.99 percent..........____ 10. 00 5.00 3. 33 | 2. 50 2.00 1. 67 
Under 4 percent _............. ) (1) (4) | (4 (4) (1) 
| | 1 











1 No benefit available. 
Contingencies 

Plan contingent on obtaining rulings (1) that company contributions are de- 
ductible expenses for Federal income-tax purposes; (2) that such contributions 
would be excluded in computation of Overtime pay under the Fair Labor Stand- 
ards Act; and (3) in States in which the company has two-thirds of its em- 
ployees that simultaneous payment of benefits would not reduce or eliminate 
State unemployment benefits. If these rulings are not obtained by June 1, 1957, 
the plan terminates, except to pay benefits in States where supplementation is 
permitted (or substitute benefits where supplemental benefits not allowed) 
until funds have been exhausted. If the plan is terminated in this manner, the 
company and the union are to negotiate with respect to the use of the money 
which the company otherwise would contribute to the fund; if no agreement is 
reached within 60 days, there will be a general-cent-an-hour wage increase. 

(Source: U. 8. Department of Labor, Bureau of Labor Statistics, Wage Chro- 


nology No. 9, Supplement No. 3, in Monthly Labor Review, October 1955, pp. 1150 
and 1151.) 







STEEL INDUSTRY—SUPPLEMENTAL UNEMPLOYMENT BENEFIT PLAN 


Contributions 


Regular contributions of 3 cents an hour (applied to total “contributory 
hours” in each month, which include both straight time and overtime hours 
worked), or such part of 3 cents that is needed to maintain the fund of the plan 
at “maximum financing.” “Maximum financing” is defined as the product of 
10.5 cents an hour multiplied by the number of “contributory hours” in the first 
12 of the 14 months next preceding the 1st day of each month. 

Additional contributions by the company into a “contingent liability” fund, 
if and when such contributions are needed to provide the benefits of the plan. 


Benefits 


Weekly benefits are to total 65 percent of normal weekly earnings after taxes 
(based on 40-hour week). Unemployment compensation payments under State 
plans are to be offset against these amounts. Company payments are subject to 
a maximum of $25 per week (plus $2 for each of not more than 4 dependents) for 
each week for which unemployment compensation under State plans are paid, 


or $47.50 (plus $2 for each dependent up to 4) for weeks thereafter, up to a 
maximum of 52 weeks. 
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Workers will receive weekly benefits for the number of weeks for which they 
have accrued credit units, as provided below. 
Eligibility 

Benefits will be paid to employees with at least 2 years of continuous service 
with the company and with at least some service in 6 months in the 12 months 
immediately preceding his layoff, or in 12 months in the 24 months preceding 
the layoff, or in 18 months in the 36 months preceding the layoff, or with 1,100 
eredited hours in the 12 months preceding such layoff. 

Credit units determining duration of weekly benefits will be credited at the 
rate of one-tenth unit for each 8 credited hours. Employees will be allowed 
to accrue only 26 credit units per year and accumulate a total of only 52 such 
credit units at any one time. 

The amount of weekly benefits will be reduced and the cancellation of credit 
units accelerated under certain specified circumstances when the fund falls 
substantially below “maximum financing.” These modifications are set forth 
in detail in a schedule included in the contract. 

(Source: Supplemental Unemployment Benefit Plan, Steel Industry and United 
Steelworkers of America.) 


SUPPLEMENTAL UNEMPLOYMENT BENEFIT PLAN IN CONTRACT OF THE CONTINENTAL 
CAN Co. AND THE INTERNATIOAL ASSOCIATION OF MACHINISTS 
Contributions 


Regular contributions of 3 cents per employee-hour into a general fund to 
finance the plan. Additional contributions of 2 cents an hour into a contingent 
fund as necessary to assure continuance of the plan. 

Benefits 

Weekly benefits shall be based on annual base earnings as per the following 

table: 





j } 
| 
| | Maximum 
| benefits 
Weekly | Additional | ‘(based on 
Annual base earnings class base | benefits per 4 depend- 
| benefit dependent ents, the 
| maximum 
allowed) 
NN CRN panic bn pemenine Welle no weicdithen See eacenahie nae | $31 $2 $39 
a SY eee ee TEs ss amcbaass hina’ 36 2 44 
Eide Se 00 GADOD, o. <nsiceecn cn ccuaes obnetdaitieivenaelasegedaeant 41 2 49 
I UR a elo cicinncadiinah | 46 2 54 
iE IR AS. dnccnkdaneadeub en dude nteneeshebes 51 2 59 


These benefits are to be paid for a maximum of 52 weeks. Benefits paid 
under State unemployment compensation laws are deductible from the above 
scale. 

When the employee’s services are completely terminated, because of closing 
of a plant, or abolishing his job, the weekly benefits will be converted into a lump- 
sum severance allowance. 


Eligibility 

Employees become eligible to benefits if they have 3 years of continuous service 
including a total of 4,500 credited hours, and not less than 3,000 credited hours 
during the 36-month period preceding the calendar month of layoff. Weeks 
of eligibility are determined on a basis of 1 week for each full 80 hours worked. 
Each employee will be allowed to accumulate a maximum of 52 weeks. 


(Source: Supplemental Unemployment Benefit Plan, Continental Can Co., and 
International Association of Machinists. ) 
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TABLE A-25 
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Comparative unemployment benefits under present and proposed railroad plans 
and total benefits applicable to workers in automobile and steel industries and 


Continental Can employees * 





Maximum weekly benefits 


Maximum annual benefits 














Weekly | “7 
income Railroad unem- | Railroad unem- | 
after ployment insur- Auto- | Steel | Conti- | ployment insur- Auto- Steel Conti- 
taxes ance benefits mobile | indus- | og ance benefits mobile | indus- | nental 
———_— indus- |_ try ee. bee indus- |_ try Can 
| try? | | | try | 
Present| Proposed | Present | Proposed | 
— } — —— — = — - —| 
$60 | $37. 50 | $45. 00 $36 | $39.00 $44} $975] $2,340 | $948 | $2, 028 | $2, 288 
70 40.00 | 47. 50 42 | 45. 50 49 | 1,040} 2,470 | 1, 106 | 2, 366 2, 548 
80 42. 50 | 51. 00 48 | 52. 00 54 1, 105 | 2, 652 | 1, 264 2, 704 | 2, 808 
90| 42.50| 51.00 | 54| 58.50 59| 11105} 2652) 11422) 2964] 3/068 
100 | 42.50 | 51.00 55 63. 00 59 1, 105 | 2, 652 | 1, 430 3, 081 3, 068 
110 | 42. 50 | 51.00 | 55 | 63.00 59 | 1,105 2, 652 1,430 | 3,081 3, 068 
| 


| 





1 Assumes worker with four dependents in steel industry and Continental Can Co. 
2 Regular benefits, applicable after first 4 weeks of benefits. 
3 For worker with 5 or more years of service. 





Note.—Amounts computed for automobile, steel, and Continental Can workers assume $30 per week 
paid under State unemployment compensation systems. 
Source: Railroad Unemployment Insurance Act (present and as proposed); U. 


Bureau of Employment Security, 


Company 


Allis-Chalmers Manufacturing Co__- 
American Can Co 
Do 
American Motors Corp. 
Bendix Aviation Corp- 


Briggs Manufacturing Co od 


Budd Co... 
Chrysler Corp- 
Salary and engineers 


Continental Can Co. : 
Dana Corp., Toledo, Pottstown, and 
Auburn divisions and subsidiaries. 

John Deere & Co_. 
Detroit Steel Products Co_-- 


Doehler-Jarvis Corp. (subsidiary of Na- | 


tional Lead Co.). 


Eaton Manufacturing Co 


Electric Auto-Lite Co. (production and | 


salaried employees). 
PEED Sng. ops ines soe 
Ferro Stamping Co_-----. .....--..- 
Ford Motor Co.. Seiten 
General Motors Co... - 
Do-. ad piakin ; 
Houdaille-Hershey SU Aca ails si 


International Harvester Co_- 

Mack Manufacturing Co. 
wick Ordnance Corp. 

Marlin-Rockwell Corp 


McInerney Spring & Wire Co 


Mechanics universal joint division of | Rockford, Ill. and en Tenn_- 


Borg-Warner Corp. 
Midland Steel Products Co., pressed 
steel division 
See footnotes at end of table. 





and Bruns- | 


| 


Passaic, N. 7 


| 


TABLE A-26 
plans 


| 
7 | 
Location 


Various 
do 
G0~. 

Wisconsin and Michigan 

New York, New Jersey, Indiana, 


Michigan and California. | 


Cleveland, Cincinnati, Ohio; Detroit, 
Mich. 
Philadelphia, Pa., and Gary, Ind_.. 
Various. - 
_.do 
do 
Ohio, Michigan, Indiana, New York, 
and Pennsylvania. | 
Various 
New York, Pennsylvania, Michigan 


and California. 
Batavia, N. Y.; Pottstown, 
ledo, Ohio; Chicago, II1.; 
Rapids, Mich. 


Pa.; To- 
and Grand 


Cleveland, Ohio; Detroit, Battle | 

Creek and Marshall, Mich. 

Various_ Bias meine 
Detroit and Traverse City, Mich., 

Fostoria and Lima, Ohio. 
Detroit and Mount Pile asant, Mich 
| aap eget sabe : 
do Bi 

do__- bs 3 ‘ 
Buffalo, N. Y.; Chicago, Ill., and De- 


troit, Mich. 
Various 


Plainfield and New Brunswick, N. 7 
and Allentown, Pa. 
Jamestown, Falconer, N. Y., and 


Plainville, Conn. 


Grand Rapids, Mich 


Cleveland, Ohio...........-.-- 
Detroit, Mich 





3. Department of per, 


Union ! 


UAW 
USA 
IAM 

UAW 

UAW 

UAW 

UAW 

UAW 

UAW 
USA 

UAW 

UAW 

UAW 


UAW 


UAW 
UAW 
UAW 


UAW 
UAW 
UAW 
IUE 
UAW 


UAW 
UAW 


UAW 
UAW 


UAW 
UAW 








Significant Provisions of State Unemployment Somianen Laws, Nov. 
1956; union agreements providing supplemental unemployment benefits, 


Examples of industrial companies having supplemental unemployment benefit 


1, 


Approxi- 
mate num- 
ber of 
workers 








17, 500 
20, 000 
3, 000 
24. 000 
21, 000 


(?) 


10. 
130, 


000 
000 
9, 000 
15, 000 
5, 000 


12, 500 
2, 000 


6, 500 


4, 100 
16, 000 
5, 000 


500 

140, 000 
375, 000 
40, 000 
2, 500 


40, 000 
6, 000 
2, 700 


150 
1, 200 
800 


1, 700 
2, 100 
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TABLE A—26—Continued 
Examples of industrial companies having supplemental unemployment benefit 


plans—Continued 





Company 





National Can Corp. 

Pittsburgh Plate Glass Co. ‘and Libbey- 
Owens-Ford Glass Co. 

Rockwell Spring & Axle Co 


Sesled Power Oorp................<..<.. 
Seamen (unlicensed): 
initia sons ncmseinieanieuanet 
Passenger and dry cargo ship oper- 
ators. y 
Tanker companies-_-_-............--- 
Walker Manufacturing Co_...........-- 
Alleghany Ludlum Steel Corp---------- 
Aluminum Company of America 


och ti eM Alc ds Se sotsad lic aol 

Do.. —— 
American Chain & Cable Co., Inc_- 
American Steel Foundries Co___ ; 
American Window Glass Co., Harding 


Glass Co. 


Armco Steel Corp., 
Steel Corp. 

Bethlehem Steel__ 

Bucyrus-Erie Co 


including Sheffield 


Chicago & North 
System, 


Western’ Railway 


Colorado Fuel & Tron Corp., 
John A. Roehlings. 
Crucible Steel Co. (4 plants) 


including 


Elliott & Co . 
Firestone Tire & Rubber Co 

General American Transportation Corp 
B. F. Goodrich Co. (9 plants) 
Goodyear Tire & Rubber Co. (10 plants) 
Harbison-Walker Refractories Co 
Inland Steel Co 

Jones & Laughlin Steel Corp 

Kaiser Aluminum & Chemical Corp--- 
Midwest Rubber Reclaiming Co 


Pittsburgh Plate Glass Co 


Pittsburgh 
plants). 


Screw & Bolt Corp. 


Pittsburgh Steamship. division 
United States Steel Corp. 
steamship companies. 

Pittsburgh Steel Co. 


of 
and otber 


Pullman Standard C 
Co. 


ar Manufacturing 


13 refractories 
Republic Steel 
teynolds Metals Co 

Do iond 
Richardson Co a. 
Rockwell Spring & Axle Co 


Sharon Steel Corp or 
Timken Roller Bearing Co 


See footnotes at end of table, 








Location | Union ! 

Various -- oh USA 
a deal d . decane oo vaew 

New Jersey, Ohio, Illinois, Michigan, UAW 
and Wise nsin. 

Muskegon, Mich UAW 

SURNIN RIS e oo caitiinis sddee ences |} UAW 

Atlantic and gulf coasts. -___- | NMU 

tee ceieaainl se | NMU 

| 

katate in ius SelM a Sa | NMU 

Racine, Wis. La Porte, Ind. and UAW 
Jackson, Mich. 

| New York and Pennsylvania _ USA 

New Jersey, Ohio, Illinois, and Cali- UAW 
fornia. 

VR Sica nndlllgin caiapnanwrmacsncs bt o. 

f AW 
do andl eamenne : ATC 
| Connecticut, Pennsylvania, Mary- | USA 
land, and Texas. | 

Various ___ | USA 

Arnold and Jeanette, Pa. Okmulgee, UGCW 
Okla. Fort Smith, Ark. and 
Clarksburg, W. Va. 

Ohio, Maryland, Kentucky, Mis- USA 
souri, Oklahoma, and Texas. 

| Various___ : USA 

Erie, Pa. Evansville, Ind. Chicago, USA 
Ill. and Milwaukee, Wis. 

IAM 

BBF 

| Various (largely midwest) ------ IBEW 

| IBFO 

t et al 

| Colorado, New York, Delaware, Mas- USA 
| gsachusetts, and New Jersey. 

New York, New Jersey, Pennsyl- USA 
vania, and Ohio. 

Jeanette, Pa., and Springfield, Ohio USA 

Various URW 

do USA 
do URW 
do URW 

New York, Pennsylvania, and Ohio SAPW 

Various USA 

do USA 
do USA 

Barburton, Ohio; East St. Louis, Ill.; URW 
and Paramount, Calif. 

Creighton and Ford City, Pa.; Clarks- UGCW 
burg, W. Va.; Henryetta, Okla.; and 
Crystal City, Mo. 

Pittsburgh, Neville Island, Monacca, USA 
and Norristown, Pa.; and Gary, a 
Ind, 

Great Lakes { MP 

|} MEBA 

Massachusetts, Pennsylvania, Ohio USA 
and Calif | 

Worcester, Mass.; Butler 1.; Besse- USA 
mer, Ala.; Hammond, Ind.; and 
Chieago, Ill 

Variou UBCW 

do USA 
do USA 
do AWU 
do... URW 

Coropolis and New Castle, Pa.; New- USA 
ton Falls, Ohio; Gary and Logans 
port, Ind.; and Los Angeles, Calif. 

Pennsylvania, Ohio, and Mi chigan USA 

Canton, Columbus, Zanesville, Mount None 


Vernon, New Philadelphia, 
Gambrinus, and Wooster, 
Colorado Springs, Colo. 


Bueyru 
Ohio, and 


149 


Approxi- 





—— 





28. 
, 000 


3, 
23, 


4, 
1, 


16, 


6, 
2, 150 


1l, 
4, 
18, 
15, 
4, 


og 


86, 
, 300 


mate num- 
ber of 
workers 





000 
000 


500 


100 
100 


600 
000 


000 
000 
200 


000 
000 
500 


000 
800 


, 000 


000 


, 000 


3, 000 


550 
500 
000 


500 


, 100 
, 150 


000 
000 


400 


400 


, 000 


000 


000 
, 000 
», 500 
, 650 
. 000 


7, 300 


4 


000 
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TABLE A—26—Continued 
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Examples of industrial companies having supplemental unemployment benefit 


Company 


True Temper Corp____.------ -- 
United States Rubber Co-- 
United States Steel Corp._-_- 

United States Steel Corp., Oliver Iron 
Mining division and other iron-ore 
mining companies. 

United States Steel Corp. (office and 
teehnical employees). 

Weirton Steel Ces. ................-..- 

Youngstown Sheet & Tube Co 

Chrysler Corp. (park plants) - - 


Internationel Harvester Co. (test driv- 


ers). 

Continental Can Co. 

Kaiser Stee] 

A. O. Smith Corp-.- 

Studebaker Packard Corp-- 

California & Hawaiian Sugar Refining 
Corp. 

L. A. Young Spring & Wire Co 

Gardner-Denver Co-_-_-- 

Gates Rubber Co 

Wallingford Steel Co 

American Velvet Co z 

Associated Spring Corp., 
Barns-Bristol divisions. 

Bristol Brass Corp_.__.....--- 

Metropolitan Body Co 

Continental Co., Bond 
Cork division 

Atlantic Steel Co cal pa iecinsai 

Allis-Chal rers Manufacturing Co 

Caterpillar Tractor Co 

National Lock Co--.-........-.-- - i 

Rockford Clutch division, Borg-Warner 
Corp. 

George D. Roper Corp_-.._........--.-.-.-- 

Sundstrand Machine Tool Co---_------ 

Borg-Warner Corp., Borg and Beck 
division. 

Gabriel Co., Hadees Heater division -__- 

Acme Steel sila 

Caterpillar Tractor Co ....._.-- ss 

Electric Auto Lite Co., die casting 
division 

Granite City Steel Co ae 

International Harvester Co., Wisconsin 
steel works. 

Ottawa Silica Co. .............. ss heubhoeeas 

Pittsburgh Plate Glass Co__......._-.-- 

We tron Silica Co. -_-. ‘ : 

Allis-Chalmers Manufacturing Co 


Crown and 


Ingersoll Steel division, Borg-Warner 
_ Corp. y 
Schrlt Trailer Co - 


Stu lebaker-Packard Corp. (Studebaker 
division). 
Warner Gear 

Corp. 
Oliver Corp. (plant No. 1)_-- 
Oliver Corp. (plant Ne. 2)-_-- 
Serrick Corp., Acme-Lees division 
Colvate Pal ~olive Co Deine 
Harbison Walker Refractories Co 
International Harvester Co., 

truck engineering department. 
P. R. Mallory Co 
Armstrong Rubber Manufacturing Co 
Maytag Co. (3 plants) - 
Allis-Chalmers Manufacturing Co-- 
Kelsey Hayes Wheel Co., French and 

Hecht Co. division, 

Oliver Corp 
Wood Bros., 

Motor Co.). 
Newport Steel Corp- 

Kaiser Aluminum & Chemical Corp 
Baltimore Hat Co ; 


See footnotes at end of table. 


division, Borg-Warner 


motor 


Ine. (subsidiary of Ford 


Wallace 


plans—Continued 


Location 


| New York, West Virginia, and Ohio 
Various. orunibice eats 
..do 
Se a 


ong nddies deena 


Weirton, W. Va., and Steubenville, 
Ohio. | 
Ohio, Indiana, and Ilinois_-- 
| Various. : aid 
Phoenix, Ariz_...--- 


| Oakland, Calif 
| Fontana, Calif__ 
Los Angeles, Calif 
do 
Crockett, Calif 


Los Angeles, Calif 

Denver, Colo...- 
do_. 

Meriden, Conn_...- 

Stonington, Conn 

Bristol, Conn 


Laem EE Sc teuie 
Bridgeport, Conn 
Wilmington, Del 


TR . aitainthisndntmionine ; 
es . 
Peoria, Ill ._-- 
Rockford, Ill 


do nie bhobsumanwanwaomus: 
a 
I i ee 
Riverdale, Ill 
Joliet, Il 
W oodstock, Ill 


Granite City, Ill 
Chicago, 


Ottawa, Ill 
I incoln, Ill 
Wedron, Il_- 
La Porte, Ind____-_- 
New Castle, Ind 


Elkhart, Ind 
South Bend, Ind 


Muncie, Ind 


South Bend, Ind 
..do pus 
| ees 
Jeffersonville, Ind_. 
East Chicago, Ind 

Fort Wayne, Ind 


Indianapolis, Ind 

Des Moines, Iowa 

Newton and Hampton, Iowa 
Cedar Rapids, lowa 
Davenport, Iowa 


Charles City, Iowa 
Des Moines, Iowa 


Newport and Wilder, Ky 
Chalmette, La-- 
Baltimore, Md 


Union ! 


USA 
URW 

USA 

USA 


USA 
I 


USA 
UAW 
TCWH 


ILWU 
USA 
UE 
UAW 
FLU 


UAW 
USA 
URW 
USA 
TWUA 
UAW 


UAW 
UAW 
IAM 


USA 
IAM 
UAW 
UAW 
UAW 


UAW 
UAW 
UAW 


UAW 
USA 
IAM 

IBFO 


USA 
I 


UGCW 
ArTGW 
UGCW 
UE 
UAW 


CLAW 
UAW 


UAW 
CLAW 
UAW 
ICW 
OCAW 
AFTE 


IVE 
URW 
UAW 
UE 
UE 

JE 
UAW 
USA 
AWU 
HCMW 


Approxi- 
mate num- 
ber of 
workers 








1, 400 
30. 000 
186, 000 
30, 000 


8, 000 
11, 000 


4,000 
1, 750 
25 


6, 500 


800 
1, 250 


200 
850 
3, 200 
400 
500 


900 


~ 


500 
(2) 
(2) 


1, 700 
400 
18, 000 
3, 000 
450 


1, 100 
2, 200 
675 
200 
500 
000 


400 
, 500 


moo 


" 
nN 
ao 


100 


to 


600 


350 


8, 200 


’ 


000 


, 000 
500 
700 
1, 200 
350 


3, 000 
700 
2, 900 


500 
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plans—Continued 
aie ae 
Approxi- 
Company Location Union! | mate num- 
ber of 
| |. workers 
Kelley-Springfield Tire Co. (division of | Cumberland, Md____...---_-.--_-_--- URW 1, 700 
Goodyear Tire & Rubber Co.). | 
Oe OSS eG ie eee ss | Battimore, 00d... 34....2--- HCMW 600 
Allis-Chalmers Manufacturing Co......| Boston, Mass_._______ Rie See IUE 425 
Thompson Wire Co ___- | Worcester, Mass..............._---_-- USA (2) 
Albion Malleable Iron Co ee Albion, Mich-.__- ‘ UAW | 700 
American Chain & Cable Co_---- _| Adrian, Mich___- 3 Z UAW 700 
American Forging & Socket Co- I no eee UAW | 350 
American Seating Co--- | Grand Rapids, Mich _______- s UAW | 1, 800 
Automotive Tool & Die Manufacturers | Detroit, Mich_.___....._...___..-____- JAW 6, 000 
Association. | | 
Auto Specialties Manufacturing Co St, Joseph, Riverside, and Hartford, UAW | 1, 700 
Mich. 
Barcy-Nicholson Co- -_- oo | ees sheeaeel > (en | 50 
Bohn Aluminum & Brass Corp .do | UAW 800 
Bower Roller Bearing Co- _do ; UAW | 3, 500 
Campbell, Wyant & Cannon Foundry | Muskegon, Mich__...._.....___- | UAW | 2,300-2, 400 
Co. | | 
Clark Equipment Co Buchanan, Benton Harbor, Battle UAW | 5, 500 
Creek, and Jackson, Mich. | 
Continental Motors Corp. and Conti- | Muskegon, Mich alae ae UAW 5, 250 
nental Aviation & Engineering Corp. 
Crampton Manufacturing Co., brass | Grand Rapids, Mich..__._.....--.__-- UAW 500 
division. 
Detroit Gasket Co Detroit, Belding, Alpena, Muskegon, UAW 1, 950 
and Marine City, Mich. 
Eaton Manufacturing Co Saginaw and Lawton, Mich i UAW 1, 200 
Formed Tubes, Ine Sturgis, Mich canons Socieeal | Uae 350 
Gemmer Manufacturing Co-_-_-_. Detroit, Mich ; i} UAW 1, 200 
Hancock Manufacturing Co Jackson, Mich. -- UAW 460 
Ingersoll steel division, Borg-Warner | Kalamazoo, Mich UAW 675 
Corp. 
Jarecki Corp Grand Rapids, Mich UAW (2) 
Kelsey Hayes Wheel Co Detroit, Mich UAW 3, 100 
Kysor Heater Corp Cadillac, Mich UAW 300 
Long Manufacturing division, Borg- | Detroit, Mich 3 UAW 500 
Warner, Corp. 
Detroit Gear division, Borg-Warner do htteeenilicnn UAW 500 
Corp. 
Norge appliance service department, | Muskegon, Mich ..........-....----_- UAW 75 
Borg-Warner Corp. 
Pittsfield Products, Inc East Ann Arbor, Mich ‘ UAW 50 
Pressed Metals Company of America, | Port Huron, Mich__-....--.._--_____- UAW 500 
Ine 
Rineshed-Mason Co Detroit, Mich ‘ UAW 300 
Studebaker-Packard Corp. (Packard | Detroit and Utica, Mich. UAW 9, 000 
Cliy per division) (3 plants ° 
Thompson Prodvets, ‘ne Detroit. Mich UAW 1, 000 
United Steel & Wire Co Battle Creek, Mich_- UAW 425 
Vickers, ne Detroit, Mich IUE 800 
L. A. Yo: ng Spring & Wire Co Det.oit and Ecorse, Mich UAW 2, 300 
Ainsworth Manufacturing Corp Detroit and Marysville, Mich UAW 1, 500 
The Budd Co Detroit, Mich UAW 6, 000 
Champion Spark Plug Co., ceramic di- do UAW 1, 100 
vision, 
Commerci2l Steel Trestment Co , do UAW 300 
Keng-Seeley Corp., Keng-Seeley divi- | Ann Arbor and Scio, Mich UAW 1, 350 
sion. 
Monroe Auto Fquipment Co. (2 plants Monroe, Mich--- UAW 1, 000 
Monroe Auto Equipment Co Hillsdale, Mich_- UAW 150 
Motor Produ ts Corp Detroit, Mich., area UAW 3, 000 
Reynclds Metals Co Grand Rapids, Mich U'Ww 425 
Great Lakes Steel Corp. (subsidiary of | Ecorse, Mich USA 12, 000 
National Steel Corp.). 
Michigan Seleca Co Rockwood, Mich UGCW 25 
Rotary El*ctric Steel Co Detroit, Mich USA 1, 150 
Brod Dugin Point Co St. Louis. Mo TCWH (?) 
Colgate Palmolive Co Kansas City, Mo. OCAW 800 
St. Louis Fune al Directors Association.| St. Louis, Mo TCWH (?) 
American Can Co Hoboken, Hillside, and Jersey City, FLU 3, 100 
Nid. 
Colgate Palm live Jersey City, N. J_- 2, 500 
U.S. Pipe & Foundry Co Burlington, N. J USA 800 
Aluminum C »mpany of America Massena, N. Y- OETt 550 
American Ra liator & Standard Sani- | Buffalo, N. Y USA 1, 800 
tary Corp. (bond and stamping). 
Bricklayers Albany, N. Y : BMP (?) 
Continental Ca» Co Buffalo, N. Y IBPM 100: 
Dunlap Tire & ®tber Co do URW 1, 325 


See footnotes at end of table. 
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Examples of industrial companies having supplemental unemployment benefit 
plans—Continued 





A pproxi- 

Company | Location Union! | mate num- 
ber of 

workers 























Eastern Electrical Wholesalers Associa- | New York, N. Y-- | IBEW | 1, 200 


tion, Inc. 
Electric Alarm & Trade Association th 7 IBEW | 100 
(burglar alarm division). 
Harper Feed Mills Co_- Buffalo, N. Y AFGM | 50 
Manufacturers of Illuminating Prod- | New York, N. Y_. : IBEW 2, 500 
ucts, Ine. | 
Manufacturers of switchboards, wire | Need ‘ Z IBEW | 4, 000 


and cable products, low tension 
equipment and fire alarms. 


Phelps Dodge Refinery Corp Laurel Hill, Long Island, N. Y USA 1, 100 

Plumbing Contractors Association......| New York, Long Island, and West- PPF 8, 000 
chester County, N. Y. | 

Joseph T. Ryerson Co Buffalo, N. Y IUE (2) 





























Simonds Saw & Steel Co______- | Lockport, N. Y- USA 400 
Bendix-Westinghouse Automotive Air | Elyria, Ohio--- UAW 1, 200 

Brake Co. 

Cambridge Spark Plug Co-__-__-__- | Cambridge, Ohio UAW 75 
Goodyear Aircraft Corp-_--___- | Akron, Ohio UAW 4, 500 
Oliver Corp... | Springfield, Ohio UAW 400 
American Radiator & Standard Sanitary | Warren, Salem, and Liberty, Ohio- USA 4,000 

Corp., Youngstown Kitchen division. | 

American Welding & Manufacturing | Warren, Ohio USA (2) 

Co. 
Armco Steel Corp_-_-- : A Hamilton, Middletown, and Zanes- I 6, 500 
ville, Ohio. 

Copperweld Steel Corp Warren, Ohio ‘ USA 2, 200 
Detroit Steel Corp. (Portsmouth divi- | Portsmouth (New Boston), Ohio-___- USA 4, 300 

sion}. | 

teneral Fireproofing Co___.- Youngstown, Ohio USA 3, 000 
Kendall Co., Andrews Alder, division Akron, Ohio __- URW (2 
Mansfield Tire & Rubber Co., Ine Mansfield, Ohio URW 2, 300 
Miller-Shelby Products Co Shelby, Ohio USA (2) 
Mohawk Rubber Co Akron, Ohio : URW 600 
Sieberling Rubber Co Rarburton and Carey, Ohio URW 1, 600 
Standard Products Cleveland, Ohio S USA (2 
Timken Roller Bearing Co Canton, Columbus, Zanesville, USA 10, 500 

Mount Vernon, and Wooster, Ohio. 
Union Carbide & Carbon Corp., elec- | Ashtabula, Ohio ‘ USA 1, 200 
trometallurgical division. 

Union Dock Co do USA 100 
United Tool & Die Co-_. Salem, Ohio USA 100 
Valley Mould & Iron Corp Hubbard, Ohio USA 1, 500 
Wilder Manufacturing Co Niles, Ohio USA 100 
Allis-Chalmers Manufacturing Co Norwood, Ohio 3 IUF 1, 200 
Ayling & Reichert Co | Toledo, Ohio UAW 100 
E. W. Bliss Co do UAW 1, 125 
Borg-Warner Corp., Pesco products | Bedford, Ohio UAW 850 

division 

Champion Spark Plug Co___- Toledo, Ohic UAW 2, 200 
Columbus Auto Parts Co | Columbus, Ohio 2 UAW 500 
Detroit Harvester Co., Dura division.__| Toledo, Ohio UAW 





De Vilbiss Co do UAW 700 








Eaton Manufacturing Co. (heater divi- | Cleveland, Ohio “ MESA 700 
sion). 
General Motors Co., Euclid division Euclid, Ohio I 800 
Kuhns Bros. Foundry Dayton, Ohio IUE (2 
Mather Spring Co - Toledo, Ohio UAW 525 
Ohio Cranhshaft Co., Tocco division Cleveland, Ohio UAW 1, 000 
Randall Co : Cincinnati, Ohio UAW 500 
Schultz Die Casting Co__- Toledo, Ohio UAW 650 
MESA 100 
Trailmohbile, Inc_- Cincinnati, Ohio UAW 1, 700 
Twin Coach Co Cleveland, Ohio ; UAW 525 
Uniteast Corp. (3 plants Toledo, Ohio UAW 750 
Western Automatic Machine Screw Co_! Elyria, Ohio > UAW 550 
White Motor Co___- Cleveland, Ohio____. CAW 4,000 
Willys Motors, Inc. (subsidiary Kaiser | Toledo, Ohio UAW 4, 500 
Motors Corp.) 
International Harvester Co. (Milwau- | Portland, Oreg __- UAW 50 
kee parts depot). 
Oregon Steel Mills ‘ do = USA 400 
Union Carbide & Carbon Co., electro- do a USA (?) 
metallurgical division. 
Caterpillar Tractor Co _...| York, Pa ee ee ee ae UAW 700 
Kaiser Aluminum & Chemical Corp_...| Erie, Pa i sa ; weuae UAW (2) 
Pennsylvania Engineering Corp _... New Castle, Pa eA UAW (?) 
Aetna Standard Engineering Co _.... Elwood City and Warren, Pa.__.__..-. USA 800 


See footnotes at end of table. 
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plans Continued 
| Approxi- 
Company Location Union! | mate num- 
ber of 
oe workers 
iicaeageane lance i‘ - 
American Window Glass Co. (office | Arnold and Jeannette, Pa_.........--- UGCW | 50 
employees). | | 
Babcock & Wilcox Co., tubular prod- | Beaver Falls, Pa_...........-.-------- USA | 3, 700 
ucts division. | 
Barium Steel Co. and subsidiaries. ......| Harrisburg, Meadville, Chester, and USA | 350 
ae hoenix ville, Pa. | | 
Bessimar Limestone & Cement Co__-....| New Castle, Pa__......-......-------- USA 300 
Bethlehem Steel Corp-----..----------- | Phoemisville, PA... .2.02~-2<.5<-645- AFTE 125 
Birdsboro Steel Foundry & “Machine Co | Reading and Birdsboro, Pa__._.__---- USA | 1, 450 
Borg-Warner Corp., Fr: anklin division UES Iw ds iwnncduwcedcnne ake USA 250 
Cornwall & Lebanon es se onckatiabnal Be tk ee ee i (2) 
"SU rae ee | eS a eee USA | 250 
Elliott & Co. (office employees) saa | Jeannette and Ridgway, Pa_.___.-._-- | USA | 375 
Erie Forge & Steel Corp___.....-.-.---- BN TERS a-dcconcakaainnmdeda taco keeedod | USA 1, 750 
Firth Sterling, Inc...............- ...| McKeesport, Trafford, and Pitts- | USA 1, 800 
| burgh, Pa. | 
Glass Products, Inc_.___.....-..-.------ Bo a eee ee ee uacw | 200 
Hyde Park Foundry & Machine Co._.._| Tarentum, Pa__....._-_-._.----- 222. USA 150 
Kelsey Hayes Wheel Co _| Port Vue (Me Keesport), Pa fe a USA 1, 100 
E. J. Lavino & Co 4 : aS Plymouth Meeting, Pa USA 300 
Lone Star Steel Co ; ..| Lone Star, Pa USA 3, 000 
Lukens Stee 1C orp Rane ss oh Te USA i 3, 000 
Molybdenum C orpors ation of Ar nerica York, Pa iii es ihc ect USA 25 
National Supply Co., Spang Chalfont | Ambridge, Pa __- me USA 2, 200 
division. | 
Parish Pressed Steel Co., division of | Reading, Pa__................-_----.- USA | 2, 500 
Dana Corp. | } 
Shenango Furnace Co. and Shenango | Sharpsvilleand Neville Island, Pa____ USA | 1, 600 
Penn Molding Co. | 
SKF Industries, Inc Philadelphia, Pa ? : oa USA | 2, 900 
Spring-Perch Co., subsidiary Eaton | Lackawanna, Pa USA | (?) 
Manufacturing Co. | | 
Superior Steel Corp Carnegie, Pa USA 
Universal Cyclops Stee] Corp Bridgeville and Titusville, Pa | USA 
Alan Wood Steel Co Conshohocken, Pa_ - USA 
General Motors Co-- Pittsburgh, Pa ‘ ; TCWH 
Hellertown Manufacturing Co Hellertown, Pa__-- UAW 
International Resistance Co *hiladelphia, Pa IVE 
Penn State, Lisle and Allison Gap Mills | Allentown, Pa., area__-_- ILGW 
(7 plants). | 
White Motor Co | Exton, Pa _...| UAW 300 
Armo Drainage & Metal Products Co..| Memphis, Tenn 7 | USA 600 
Viair Limestone Co | Millville, W. Va_- ..| CLGW (2) 
Libbey-Owens-Ford Glass Co. (glass | Vienna, W. Va ; UGCW | 600 
fibers plant). | 
Penn Metal Co | Parkersburg, W. Va__.____- USA 375 
U. S. Steel Corp. (Michigan limestone | Millville, W. Va-- : CLGW | (2) 
division). | 
Wheeling Steel Co Wheeling, W. Va__-___- | USA | 14, 000 
Westinghouse Air Brake Co., Le Roi Milwaukee, Wis _.| UAW 475 
division. | 
Wisconsin Motor Corp., subsidiary | Milwaukee (West Alles), Wis UAW 1, 250 
Continental Motor Corporation of | 
Michigan. | | 
Allis-Chalmers Manufacturing Co. Milwaukee, Wis_ _- ‘= | IBEW 100 
(electricians). | | } 
Allis-Chalmers Manufacturing Co. | Milwaukee, Wis-- S I 100 
(plant guards). 
International Harvester Co ; | Milwaukee, Wis__- aan 3, io 
International Harvester Co. (Milwau- | Milwaukee, Wis__- UAW } 60 
kee parts depot). | 
International Harvester Co ...| Waukesha, Wis- USA 425 
Massey-Harris-Ferguson, Inc_ - Racine, Wis UAW 2, 400 
A. O. Smith Corp. --- , Milwaukee, Wis---__- 5 FLU | 6, 000 
Twin Dise Clutch Co ‘ Racine, Wis ; UAW | (?) 
| 
! Full name of unions are as follows: 
AFGM American Federation of Grain Millers. 
AFGW American Flint Glass Workers Union, 
AFTE.. American Federation of 1 echnical Engineers. 
AW. Aluminum Workers International Union 
BBF_. . International Brotherhoods of Boilermakers, Iron Ship Builders, Blacksmiths, Forgers 
and Helpers. 
BMP__.___. Bricklayers, Masons and Plasterers International Union of America. 
CLGW United Cement, Lime and Gypsum Workers International Union 
FLI Federal Labor Union. 
HCMW. United Hatters, Cap and Millinery Workers International Union. 


Footnote continued on following page. 
11 


93396—57 











154 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


Footnote continued from preceding page. 
















ie ATES Independent Union. 

IAM -_-. . International Association of Machinists. 

IBEW ...... International Brotherhood of Electrical Workers. 

IBFO ... International Brotherhood of Firemen and Oilers. 

IBPM.-. International Brotherhood of Paper Makers. 

ICW _____.. International Chemical Workers Union. 

ILGW__.__. International Ladies’ Garment Workers’ Union. 

ILWU_-__... International Longshoremen’s and Warehousemen’s Union. 
IUE________ International Union of Electrica], Radio and Machine Workers. 
MEBA. National Marine Engineers’ Beneficial Association. 
MESA___.. Mechanics Educational Society of America. 

MMP.._____ National Organization of Masters, Mates and Pilots of America. 
NMU_._.... National Maritime Union of America. 

OCAW-___.. Oil, Chemical and Atomic Workers’ International Union. 
OEILU_.___. Office Employees’ International Union. 

Pee Bocce United Association of Journeymen and Apprentices of the Plumbing and Pipe Fitting 


Industry of the United States and Canada. 















SAPW_-_-__. United Stone and Allied Products Workers of America. 

TCWH . International Brotherhood of Teamsters, Chauffeurs, Warehousemen and Helpers 
of America. 

3, are Transport Workers Union of America. 

TWUA_.._. Textile Workers Union of America. 

UAW___.___ International Union, United Automobile, Aircraft and Agricultural Implement Work- 
ers of America. 

UBCW..__. United Brick and Clay Workers of America. 

UE. ; United Electrical, Radio and Machine Workers of America. 

UGCW.__.. United Glass and Ceramic Workers of North America. 

URW _.- . United Rubber, Cork, Linoleum and Plastic Workers of America. 

USA... United Steel Workers of America. 


2 Not available. 
3 Estimated at least. 


TABLE A-27 
Income account items class I line-haul railways, 1921-56 


{Amounts in thousands] 









Railway Railway Net railway| Railway |Net railway 
Year | Operating | operating | Operating | operating tax operating | Net income 
| revenue # expenses ratio 4 income be- accruals income 
| fore taxes after taxes 


| 
| 


















1921 , | $5,516,598 | $4, 562, 668 82.7 $876, 813 $600, 937 $313, 563 
1923 6, 289, 580 4 895, 167 77.8 1, 293, 870 961, 955 554, 995 
1929 6, 279, 521 4, 506, 056 71.8 1, 648, 381 1, 251, 698 896, 807 
1933 3, 095, 404 2, 249, 232 72.7 723, 919 474, 296 (d) 5, 860 
1936 | 4,052, 734 2, 931, 425 72.3 987, 667, 347 164, 630 
1939 | 3,995, 004 2, 918, 210 73.1 944, 588, 829 93, 182 
1940 1, 296, 601 3, O89, 417 71.9 1 188, 851 
1941 5, 346, 700 3, 664, 232 68.5 1! 499, 765 
1942 7, 465, 823 4 601, O83 61.6 2, 1 1, 901, 71 

1943 9, 054, 72 5, 657, 461 62.5 | 3, 208, § 1 i 873. 478 
1944 9, 436, 790 6, 282. 063 66. 6 2, 952, 370 l 1, 106, 327 667, 188 
1945 8, 902, 248 7, 051, 627 79.2 1, 675, 659 852, 147 450, 434 
1946 ‘ 7, 627, 651 6, 357, 415 83. 4 1, 118, 264 620, 120 287, 139 
1947 8, 684, 918 6, 797, 265 78.3 1, 717, O88 780, 694 478, 875 
1948 9, 671, 722 7, 472, 035 77.3 2, 030, 538 l 1, 002, 011 698, O57 
1949 8. 580, 142 6, 891, 819 RO. 3 1, 519, 025 686, 478 438, 158 
1950 .. 9, 473, 093 7, 059, 276 74.5 2, 234, 321 1 1, 039, 706 783, 572 
1951 _. 10, 390, 611 8, 041, 277 77.4 2, 145, S18 1 942, 542 693, 17¢ 
1952 .. 10, 580, 762 8, 052, 518 76. 1 2, 340, 055 1 1, 078, 220 825, 396 
1953 .. 10, 664, 169 8, 135, 229 76.3 2, 294, 400 1 1, 109, 399 903, 227 
1954. ; 9, 370, 826 7, 384, 499 78.8 1, 735, 300 874, 018 681, 690 
1955 10, 106, 330 7, 646, 418 75.7 2, 208, 410 l 1, 127, 987 927, 122 
1956 ‘ 10, 550, 936 8, 108, 273 76.9 2, 189, 667 1, 121, : 1, 068, 344 3 874, 00 











1 Uncollectible railway revenues included years 1921-35 inclusive. Excluded 1936 and after. 
. 


2 Ratio of operating expenses (col. 2) to operating revenue (col. 1). 
3 Preliminary estimate of Association of American Railroads, 





Source: ICC Statistics of Railways in the United States 1921-55; 1956 statement M-100. 











AMENDING THE RAILROAD RETIREMENT ACT OF 1937 155 


TABLE A-28 


Relationship of dividends and net income after dividends to total capital stock, 
class I line-haul railways, 1921-56 


[Amounts in thousands] 


| 
Percent of capital 


stock 
| 
Total divi- | Net income | Total capital | 
dends | after divi- | stock Net In- 
dends Divi- | come 
| | dends | after 
divi- 
dends 


1921 
1922 | 271, 6 
1923 296, 
1924 320, 4: 
1925 sik 342, 02 
1926 33 399, ‘ 
1927. . . = 411, 58 
1928 - 430, 677 
1929 | 490, 
1930 _ | 497, 
1931 330, 
1932 

1933 

1934 

1935 

1936 

1937 

1938 

1939 

1940 

1941 

1942 

1943 

1944 

1945 

1946 

1947 

1948 

1949 

1950 

1951 

1952 

1953_ . 

1954 

1955 

1956 


~- 





Cor 7 he ee OS 


WC bo or ho 
Om CONTI Ore tS 


fm ND tt et et et 


om! 


> Co CO OO 


699, 
656, 92 


421, < 


hw & Who hb te 


ne OT ee ee me OO OO 
oOnnmen 


hwonmwre 


1 Estimated on basis of first 11 months. 
2 Not available. 
3 Based on capital stock for year 1955. 


Source: Interstate Commerce Commission, Statistics of Railways in the United States; 


056, statement 
M-125. 


TABLE A-29 


Revenues, expenses, and payroll tawes, 1946-56 


{Amounts in thousands] 


| | Percentage, total 
Total Total Railroad Railroad un- | payroll taxes 
operating expenses retirement | employment Total 


revenue and taxes tax insurance payroll taxes 


Operating| Expenses 
revenue | and taxes 


1946 $7, 627, 651 $7, 097, 530 
1947 , 654, 918 , 904, 224 
1948 9, 671, 722 &, 669, 711 
1949. ___ , 580, 142 , 893, 655 
1950 9, 473, 093 |” , 433, 387 
1951 , 390, 611 

1952 580, 762 

1953 , 164, 169 

1954 9, 370, 826 

1955 ; 10, 106, 330 

1956 : 10. 550, 936 9, 482, 592 | 


mo 


an 


hore Or 


nwneo 


» 215 


1 Not available. 





Source: Association of American Railroads, bureau of railway economics, Statistics of Railways of Class 
I, t nited States, 1946-54; Railway Revenues and Expenses, December 1956; Interstate Commerce Com- 
mission, Transport Statistics in the United States for year ended Dec. 31, 1955. 
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TABLE A-30 
Trend of unit wage costs and wage ratios all class I line-haul railways, 1952-56 


| | | | 
| Wages per— 
Revenue 
Period | Wage traffic Operating | Operating | | 
costs ! units | revenues | expenses |Thousand Dollar of | Dollar of 
traffic joperating| operating 
units revenues | expenses 





| 
| 
| 
Ml Sree . Leases ——) 


cnet — = — 


| Thousands | Millions | Thousands | Thousands 


DROSS ic cabciawcst onde | $5,354,901 | $682,774 |$10, 580, 762 | $8, 052, 518 | $7.84 $0. 506 | $0. 665 
SE ES | 5,349, 563 | 669, 124 | 10,664,169 | 8, 135, 229 | 7. 99 | . 502 . 658 
a .--| 4,897, 986 607, 831 9, 370,826 | 7,384, 499 8. 06 - 523 | . 663 
Ba che dents --------| 5,035, 246 680, 666 | 10, 106, 330 7, 646, 418 7.40 . 498 | . 659 
1956 (11 months)_..-...| 4, 940, 926 645, 494 9, 679, 887 7, 418, 974 7.65 | . 510 | - 666 








i Total wages chargeable to operations plus payroll taxes. 


Source of basic data: Interstate Commerce Commission, statements M-300, M-100, and M-220, and 
transport economics; Association of American Railroads, Statistics of Railways of Class I, 1946-55. 


Senator Coorrr. Now, do you want to testify further ? 

Mr. Scnorne. No. I merely want to recall to you that Mr. Oliver 
referred to an article appearing in the Railway Age within the last 
few days. I have a copy here, which I would like to hand to the re- 
porter, and incorporate, without objection. 

Senator Cooper. Without objection, it will be incorporated. 

(The article from Railway Age referred to follows:) 


REVEALED AT AREA MEETING—WHAT THE ENGINEERS ARE DOING 


Railroad engineering officers are finding that their responsibilities 
go far beyond technical matters. This was brought out strongly last 
week in the sessions of the American Railway Engineering Associa- 
tion’s annual convention at St. Louis. 

It was particularly noticeable in a number of special addresses 
interspersed between reports of the association’s standing com- 
mittees. 

ABOUT PERSONNEL PROBLEMS 


Unemployment insurance. How to save the railroads $100 million. That 
might well have been the title of an address by Thomas M. Healy, a member of 
the Railroad Retirement Board. He didn’t talk about pensions, but about the 
cost to the railroads of administering the Railroad Unemployment Insurance Act. 

The expense of the act comes about, explained Mr. Healy, because the rail- 
roads are required to pay the cost of administering it on a sliding scale ranging 
from one-half percent of the taxable payroll when the balance in the account 
is over $450 million, to 3 percent when it falls below $250 million. 

Heavier expenses loomed ahead for the railroads when the balance in the 
account did drop, “with startling suddenness,” from its peak of $956 million in 
1948 to less than $400 million in September 1955, “and an increase in tax con- 
tributions by management was inevitable.” 

How can the railroads help to reduce the cost of unemployment insurance? 
It’s simply a matter of cooperation and coordination between railroad manage- 
ment, railroad labor and the Railroad Retirement Board, he said. 

Although there were an average of 126,000 experienced persons on the unem- 
ployment rolls throughout 1954, a total of 158,000 new entrants, having no previ- 
ous railroad service, were reported on railroad payrolls in that year. A program 
to bring the man and the job together was initiated then, said Mr. Healy. 
Through the cooperation of the railroads and railroad labor, and through steps 
taken by the board itself, there was a reduction of over $100 million in benefit 
payments and administrative costs during the last fiscal year, he stated. 

How were these savings accomplished? Here is one example, as cited by Mr. 
Healy: 

“In February 1956, anticipating the usual spring recruitment of maintenance- 
of-way labor, we compiled an inventory of all such claimants, including B. and B. 
forces, by locations in groups of 10 or more. This gave to each railroad a ready 
reservoir of experienced workers. As a result, on May 31, 1956, we had but 
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10,000 such claimants left on the rolls compared with an average of 34,000 on the 
same date in the preceding 3 years.” 

Railroad and organizational lines are being crossed ‘“‘whenever and wherever 
the welfare of an individual, or a group, is paramount.” For example, track and 
shop men have been converted into train service employees ; brakemen into signal- 
men; a furloughed switchman is now a ticket clerk, etc. 

A big chunk of the savings came about because of the board’s activities in find- 
ing jobs for furloughed employees. During the past year, the board found jobs 
for 30,804 active claimants and placed another 25,000 potential claimants before 
any benefits were due for a total of 55,000 persons who, otherwise idle, would 
have been entitled to receive unemployment insurance. Mr. Healy placed the 
resulting savings “‘in excess of $20 million.” 

Here are some suggestions by Mr. Healy to construction and maintenance 
officers for conserving the unemployment insurance account: 

“1. Recall your own M. of W. and B. and B. furloughees ; 

“2. Seek the transfers, or conversions, of furloughed employees in other depart- 
ments on your railroad; 

“3. Call on the Railroad Retirement Board for the labor needed—our offices 
are strategically located—thereby insuring preference being given to claimants ; 

“4. Make sure that all hiring officers or so-called commissary companies ex- 
haust all claimant possibilities before engaging persons with no previous railroad 
experience; and 

“5. Notify board offices of all discharges or voluntary quits.” 

Recruiting college men: Employment was the subject of another address, in 
which the emphasis was on college graduates and what must be done by an indus- 
try to get its share, E. C. Kubicek, director, alumni relations and placement, 
Illinois Institute of Technology, made some suggestions on how to carry out re- 
cruiting efforts, particularly if the company doing the recruiting is interested in 
“securing only the best.” 

It is very important he said, to pick the “right man” to act as the company’s 
representative. He must be able to “talk the language,” of the college officers and 
the students. To the graduate, the company representative is the company. 

This representative, said Mr. Kubicek, must know his company as intimately as 
possible. Choosing the right representative is important for other reasons. His 
“judgment in screening graduates and his ability in interesting them in his 
company will have more than a little to do with the company’s future. If the 
company representative is empowered to hire, as is sometimes the case, his 
position assumes even more importance in today’s picture.” 

Companies with training programs seem to stand high in the graduate’s list 
of preferences, according to Mr. Kubicek. “Type of work” is the No. 1 reasom 
given by graduates for accepting employment with industry. All things con- 
sidered, said the speaker, salary is not the important factor in the choice of the 
graduate in a company. “We have also found in studies that a $25 differential 
either way will not make too much difference.” 

Who’s responsible? The responsibility of engineering officers for developing 
technical personnel for the railroad industry was dealt with in an address by 
R. G. May, vice president, operations and maintenance department, Association 
of American Roadroads. 

The rule of supply and demand applies here, he said, because of a criticak 
shortage of engineers and scientists. 

As one way to overcome this shortage, Mr. May passed on a suggestion “that we 
merchandise science in the same manner that industrially sponsored television 
shows pay participants for knowledge of French cooking, geography, and even 
batting averages.” 

The development of an organization that will “insure continuity of successful 
policies,” is high on the list of overall responsibilities of an administrator, said 
Mr. May. But the responsibilty of the engineer goes even further. ‘Not only 
must the engineering department provide fully qualified manpower for the im- 
portant positions in the various divisions of that department, but it is also 
frequently called upon to furnish personnel for key positions in other departments. 


NEW AREA OFFICERS 


President. Ray McBrian, director of research. Denver & Rio Grande Western, 
Denver; vice president to serve 2 years, F. R. Woolford, chief engineer, Western 
Pacific, San Francisco. B. R. Meyers, chief engineer, Chicago & North Western, 
and junior vice president of the association, was automatically advanced to 
senior vice president. 
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The directors elected are: A. V. Johnson, chief engineer, Canadian National, 
Montreal; W. H. Hobbs, chief engineer, Missouri Pacific, St. Louis; A. B. Stone, 
chief engineer, Norfolk & Western, Roanoke, Va.; and J. C. Jacobs, engineer, 
maintenance-of-way, Illinois Central, Chicago. 

Members of the nominating committee are: T. M. Von Sprecken, assistant to 
chief engineer, Southern, Washington; T. F. Burris, chief engineer, system, 
Chesapeake & Ohio, Huntington, W. Va.; J. A. Bunjer, chief engineer, Union 
Pacific, Omaha; F. L. Etchison, chief engineer, Western Maryland, Baltimore; 
and W. D. Kirkpatrick, assistant to chief engineer, Missouri Pacific, St. Louis. 

Senator Cooper. Mr. Oliver, I want to thank you. I may say that 
your statement is quite comprehensive and detailed, and I think the 
other members of the subcommittee will agree. 


Mr. Fain? 


STATEMENT OF GUY F. FAIN, GRAND PRESIDENT, NATIONAL ASSO- 


CIATION OF RETIRED AND VETERAN RAILWAY EMPLOYEES, 
READING, PA. 


Mr. Farn. Thank you, Mr. Chairman. I am not a statistician or 
a lawyer; I am just a mountain boy from the hills of Kentucky, and 
I have worked 40 years on the B. & O. Railroad, and I have a short 
statement for you. 

My name is Guy F. Fain and my home is Glendale, Ohio. My pres- 
ence before your committee is that of grand president of the National 
Association of Retired and Veteran Railw: ay Employees, an organiza- 
tion national in scope with local units located throughout the United 
States, and recognized by many of the railway labor organizations. 

Our organization is regularly constituted, and is gover ned by a con- 
stitution and bylaws. The business of this association is conducted 
by legally elected officers, chosen by delegates from each local unit in 
regular convention assembled, and it is a nonprofit organization. 

I am appearing before your committee in support of Senate bill 
S. 1313 and similar bills. 

Your bill, Mr. Chairman, has the approval of all the railway labor 
organizations, and the chosen representatives of these organizations 
will ver vy ably discuss the various phases of the proposed legislation. 
I think they have done a very good job. 

However, since about 90 percent of our membership are, or while 
in active service were, members of one of these railway labor organiza- 
tions, we, likewise, are in accord with the proposed legislation and 
would like to be so recorded. 

Our members realize that they do not contribute to the retirement 
fund, nor do they desire to be a party to any action or legislation that 
would tend toward depleting the reserves of that fund. T hey greatly 
appreciate the many increases in their annuities and other benefits 
granted them through the Congress of the United States. 

They further appreciate the consideration given them by the rail- 
way labor organizations, in their support and proposal of legislation 
beneficial to them, their spouses, and survivors. 

Mr. Chairman, I did have another portion of this, but I want that 
deleted. This is all I care to have in there, because, since coming to 
Washington, I have met with some of our very fine members of the 
Railroad Retirement Board, and they have given me a lot of infor- 
mation that did take care of some of the things that I intended to 
put in because of our members asking for that. ‘But they have cleared 
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up a great deal of our contentions, and I am very happy to say that 
they have cooperated with us very nicely. 

As to our organizations, we heartily approve of their positions. 
And while we are not yes men, neither do we see eye to eye alw vays 
with the brotherhood, but, nevertheless, we cooperate with them in 
every way possible for the benefit of our people. 

That is all I have to say. 

Senator Coorer. What is the home office of your association ¢ 

Mr. Farn. Our secretary and treasurer’s office is in Reading, Pa. 

Senator Coorer. How many members are there in your association ¢ 

Mr. Far. We have around 12,000 paid members, but. we have, the 
last of the month, about 4,000 or 5,000 more that will be paid in. We 
have increased our membership since 1952, when I was elected presi- 
dent, from 2,000 to over 12,000. And we all appreciate what the 
brotherhoods and what Congress is doing, and we are for them 100 
percent. 

Senator Cooper. Thank you very much. 

Mr. Farin. You are welcome. 

Senator Cooper. Mr. Thomas Stack. 


STATEMENT OF THOMAS STACK, PRESIDENT, NATIONAL RAILROAD 
PENSION FORUM, INC., CHICAGO, ILL. 


Senator Cooper. Will you proceed, Mr. Stack ? 

Mr. Srackx. Mr. Chairman and gentlemen, my name is Thomas 
Stack. I reside at 1104 West 104th Place, Chicago, Il. 

I am president of the National Railroad Pension Forum, Inc., an 
organization chartered under the laws of the State of Illinois as a 
nonprofit group to educate the rail workers of this Nation on retire- 
ment problems and secure remedial action from Congress to insure 
their security and independence when they retire; to frame our Rail- 
road Retirement Act in accord with their views. 

Forum membership comprise union and nonunion employees of the 
railroads, and the retired workers who have no other representation, 
and all those who come under the Railroad Retirement Act and its 
jurisdiction. 

The National Railroad Pension Forum, Inc., is the largest group 
in this field not influenced by management of the railroads or the 
leaders of the various union crafts. We are nonpolitical and have 
membership on 328 railroads and affiliated bureaus, which include the 
Pullman Co., Railway Express Agency, and the sleeping- and dining- 

ear employees. 

Every member of our group is a voluntary subscriber. There is 
no coercion used to obtain membership. Most of our members view 
us as the only protective committee they have in dealing with pro- 
tecting their rights under the Railroad Retirement Act, and they are 
unanimous in their views that only through this medium can they 
make known to Congress their wishes in connection with increasing 
benefits under our retirement system, as it is through this medium that 
they are at liberty to address both Houses of Congress and freely 
express their views in support of any pending legislation. ’ 

Although forum headquarters is in Chicago, we have some 1,800 
group le aders and active workers in the various railroad offices, major 
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shops, terminals, and yards, nationwide. Many of those leaders are 
elected by the workers to keep us informed as to their needs and lend 
counsel to enactment of our program for the benefit of all. 

In this way our organization comes in closer personal contact with 
employees, and we have on hand at all times the pulse of the rail 
worker, thereby freely expressing the views of our people to the vari- 
ous committees of Congress. 

Ninety percent of our membership comprise men and women em- 

loyees on the rails who are also members of the standard labor crafts. 
Seven percent, or a little more, comprise retired workers who are the 
beneficiaries of benefits today under our system. 

All forum officers are veteran railroaders with backgrounds of long 
employment, hence we can be truthfully termed as a rank-and-file 
group. I had 38 years of rail service until I was drafted in 1947 to 
the position I now hold, at which time changes were made in our 
Railroad Retirement Act that were ill advised and seemed detrimen- 
tal to the interest of the rail workers at large who felt that they were 
being exploited by interests that could never qualify to represent them 
on this important topic. 

The decision made subsequently only helped to confirm this view- 
point, as even today those interests load up our act with fringe bene- 
fits immaterial to the average workers who, in many cases, do not have 
a chance to pass or view such questionable legislation until it is too 
late for them to take action. 

Under this atmosphere, the National Railroad Pension Forum, Inc., 
was born, to be of service to the railroad employee. Committees of 
Congress and Members in both bodies are familiar with our activities 
ever since. 

We have many committees within our group, such as our finance 
committee that approves all bills and monthly statements; our mem- 
bership committee, our publicity committee, and our legislative com- 
mittee which keeps us posted with pending legislation. “We also have 
a very important platform committee. Each of these committees has 
at least five members who lend counsel to our endeavor. 

Last year our platform committee spent a considerable number of 
hours each in framing a program with which we could approach this 
Congress. This involved a review of the correspondence from our 
group leaders and other individuals. It also involved study of vari- 
ous retirement systems, many of which have endorsed parts of our 
program and successfully engrossed same in the interests of their 
employees, 

This committee approved our program as reflected in our Rail Pen- 
sion News—the quarterly publication of our group, with 125,000 cir- 
culation. We have received many comments from our rail workers, 
most of a complimentary nature, as they express the views of our peo- 
ple who, no doubt, will contact you relative to same. 

If the committee will bear with me, I will be glad to point out the 
good features of bills before the committee for consideration. 

S. 360 by your colleague, Senator Barrett, is a very good bill inas- 
much as it permits those on disability annuity to earn additional rev- 
enue from wages where they can receive some employment. It pro- 
vides that they can earn up to $200 per month without reflection on 
the rail pension check, whereas, as the law stands today, they are re- 
stricted to earnings of $100 per month. 








AMENDING THE RAILROAD RETIREMENT ACT OF 1937 161 


We oppose such a ceiling to employees retired on disability be- 
cause they can earn considerable more in this high economy. The 
present ceiling now operates to their disadvantage. In November 
1956 the average for employees in this category was $101.59 per 
month. If, as the restriction so states today, that they would or 
could earn another $100 per month, it would still leave them very 
short to maintain themselves and families in the present high econ- 
omy ; hence, we feel that this bill is justified and should be enacted by 
this session of Congress. 

Now we have S. 945, which is perhaps the most important bill 
before this committee for consideration. It provides retirement age 
60 years, not compulsory, with 30 years of service, or with 35 years of 
service regardless of age. Retirement at age 60 is enjoyed today by 
the female workers on the rails if they have 30 years of service; yet, 
male employees, many working at the same job, receiving the same 
pay, would, if they retired at age 60 with 30 years of service, lose 
one-third of the annuity, or 1/180 for each month they are under 
the age of 65 years. The provisions of S. 945 were written into law 
governing the civil-service employees in the last Congress. 

We have many today who are unable, under the stern provisions 
covering disability in which they would almost have to be a stretcher 
case to “qualify for disability annuity, and yet they are unable to 
work, 

Many work a few days a month to establish seniority, but the small 
earnings are harmful to their annuity which is based on the average 
earnings. We have many in shops laid off by the changing over from 
steam to diesel power; we have many that automation has retired 
from railroad work. 

I was talking a few weeks ago with a switchman for the Pennsyl- 
vania Railroad at Harrisburg. He told me that the hump where 
he was employed usually had 200 employees; now with the retarder 
system of handling cars on the hump has been reduced to 2 operators 
from a tower in lieu of 200 employees handling the same work. It 
is those employees in the higher age bracket that we are trying to 
help by earlier retirement. 

The average age of retirement today on the rails is 68 years. No 
one able to work would exchange a paycheck for a retirement check. 
If this provision is enacted into law the costs will be only a fraction 
of the estimate but it will eliminate one of the grave hazards today 
in the industry and materially help those in the higher age bracket 
to solve many of their per plexing problems. 

Our leaders representing 91.4 percent of our workers today are 
in favor of eliminating the test period 1924-31 used to determine 
average rail annuities. This feature is very important to those who 
retire } prior to 1967, at which time their actual earnings will be used. 

It may be well to make an analysis of this provision. It was 
carried in our 1934 act, which act at that time was opposed by most 
of the standard labor organizations who went on record through con- 
ventions on advice of their leaders against pensions on the rails by 
legislation. 

The average prior to 1934 involved the years 1924-31 and this was 
used to determine prior-service credits and was equitable at that 
time. However, since those years—in fact, since 1937—the em- 
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ployees were given 11 rounds of general increases; hence the 1924-3 
or the period prior to 1936 has no relation to our present economy. 

The fact that this method is used to determine average earnings 
for those employes desiring to retire today substantially reduces their 
annuity, so that at the present time less than 1 percent receive the 
maximum benefits under our system, while this is not the case with 
employees retiring under social security. 

The years 1924-31, or the period prior to 1936, has no relation to our 
present economy and should not be used to determine average earn- 
ings to apply the rail formula thereon. 

S. 945 provides that in lieu of this period the 5 highest years prior 
to or subsequent to January 1, 1937, be used, which is ‘the present basis 
used on both social security and civil service, hence we are not estab- 
lishing a precedent in asking that this test period be tiriinated. 

S. 945 spells out those important provisions that will, if enacted, be 
very beneficial to our rail workers. We understood that legislation 
usually originates in the House and that any bill passed by the 
House Interstate Committee would come to the Senate Labor Com- 
mittee for approval before action would be taken, therefore we 
concentrated on House bills. 

The House has H. R. 4677 for a 10-percent increase in all rail 
pensions and annuities and survivor benefits. 

H. R. 4523, that proposes to eliminate the “last employer” clause, 
other than a railroad, from our act and permit those with side jobs 
or connections with fraternal groups to continue in those jobs and 
still qualify for railroad retirement benefits. 

H. R. 1008 proposes to eliminate the spouse dual restriction pro- 
vision, which is the only restriction today operated against spouses 
or retired employees who have social security in their own right, only 
to find that spouse benefits under railroad retirement are reduced by 
such social-security payments. 

Now, in regard to 1313, which has a number of fringe benefits 
which, if enacted, will add materially to the costs = our system but 
will only receive the support of those affected, or should we say 
those who would benefit at the expense of others say ing the cost. It 
provides the female employees could retire at age of 62 with less than 
30 years of service and suffer a reduction of 1/180 for each month they 
are under the age of 65 years. This is approximately 80 percent basis 
similar to social- -secur ity provisions. 

The disability annuitants who now are restricted to earnings of 
$100 each calendar month will have the privilege of earning $1200 
before they will lose any of their annuity. This provision is also 
patterned after the Social Security Act which permits such a pro- 
vision. 

This bill provides that spouse benefits are payable at age 62 on a 
reduced basis of 1/180 for each month she is under the age of 65 
years. While this provision was patterned after social security it 
only provides a reduction of 20 percent of what said spouse would 
receive at age 65, whereas social security provides a 25-percent re- 
duction on similar cases. 

The insurance lump sum is frozen under this bill at $750, whereas 
under the present act it is much more liberal and as the years roll by 
can aggregate several thousand dollars under our present act without 
amendments. 
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Section 5 of the act is amended to permit widows living outside the 
borders of the United States, ea husbands were in the employ 
of American railroads located in Canada, to be placed on the same 
basis as their counterparts on this side of the border—that is, they 
will be permitted to earn in gainful employment in their own right 
amounts not I excess of $1,200 per annum and not to be restric ted to 
earnings based on 7 working days as the law so provides. 

Our group has a large number of members in foreign countries, in 
European countries, and also in Canada. And there is a statement 
here from a good friend of ours, F. K. Higginbottom, who is a bar- 
rister at Toronto, Ontario, and he is a Queen’s counsellor, and I would 
ask that his remarks relative to this particular feature of restriction 
against Canadian widows be made a part of the official record. 

Senator Coorrer. Let it follow the testimony of Mr. Stack. 

Mr. Srack. There is a clause on pages 8 and 9 of the bill that no 
doubt will confuse not alone our members and the rail workers but 
many in Congress. Social security has always increased benefits and 
many times those increased benefits will call for additional finances 
to defray the obligation. This feature provides that increases under 
social security should be added to the taxes paid by rail employees 
after December 31, 1969. In other words, if the taxes on social 
security are increased 3 percent this will be added to the supporting 
taxes under railroad retirement. 

Because rail employees pay no part of the unemployment insurance 
taxes we have heretofore not commented on this application. How- 
ever, S. 1313 on page 12 provides that employees with 20 years of 
service will in addition to their 13 two-week periods (26 weeks), 
receive an additional 117 two-week periods of unemployment, which 
totals 5 years’ benefits. The bill further provides that those who 
earn $4,000 per annum shall receive $10.20 per day unemployment 
benefits, and those under this amount shall receive 60 percent of their 
daily rate, whereas retired railroaders in the same category are lucky 
if they receive 25 percent of their daily rate when employed. This 
means that those in this category will receive every 28 days credit for 
20. days’ unemployment or $204 per month of 28 days. On a yearly 
basis this would amount to $2,652, whereas the maximum railroad 
retirement benefits is now under $186 per month; hence, if an em- 
ployee is let out between the ages 60 and 65 years and earns while 
in the employ $4,000 per annum or more it would behoove him to 
take his unemployment insurance for 5 years, rather than qualify for 
retirement benfits under our system. This provision is a step forward 
to have the railroads, who contribute all the supporting taxes to main- 
tain the unemployement benefits, pay part of retirement benefits and no 
doubt it is a steppingstone to have them eventually pay for retire- 
ment benefits in full. You will note this bill provides that the rail- 
roads would pay up to 4 percent on unemployement insurance, but we 
doubt very much if even this amount would suffice to discharge such 
an obligation as specified in the bill. It might be well to comment a 
little further on this feature. Originally the railroads paid 3 percent 
taxes in support of unemployment benefits. This fund, which is 
separate from railroad retirement, went over a billion dollars in 
reserve. We tried to use the excess in the fund to increase benefits 
under railroad retirement but eventually the railroads in 1948 went 
along with the 20 percent increase in rail pensions and annuities and 
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succeeded in getting their unemployment taxes reduced to one-half 
of 1 percent. It stayed at this figure a number of years until it 
depleted the fund under $400,000, at which time it was raised as was 
the demand and is now 2 percent, which they pay to maintain this 
system. 

We have received within the past 10 days thousands of letters from 
members and active employees who are opposed to any increase in the 
tax rate or base. Our people seem unanimous in their belief that they 
are already taxed too high for the benefits they receive. Every cate- 
gory of rail employees feels similarly. 

I had a phone conversation with a chief clerk in New Orleans. He 
advised that it is difficult to hire efficient or intelligent employees in the 
younger brackets because when they explained the deductions taken 
from their pay under railroad retirement they refused to ac cept the 
jobs, making it necessary to hire employees of lesser qualifications, 
which tends to react to the efficiency of the operation of the rail car- 
riers. This bill will add another financi a burden on our people inas- 
much as it will increase the tax rate to 714 percent and the basic maxi- 
mum salary to $400 per month. 

This latter feature should receive no consideration as today we have 
27 railroads—and I was very surprised this morning to hear Mr. 
Schoene say that there were 55 railroads that had corporate pension 
systems. We get our information regarding these 27 roads from our 
members on those particular lines. And I also received from one of 
those roads a copy of a letter that has been sent out by the Retirement 
Board under the signature of Howard B. Habermeyer, dated March 
$, 1957, to all railroads, asking of those that have corporate pension 
systems considerable information relative to those pension systems. 

Now, I didn’t know until Mr. Schoene developed it this morning 
that this request was for the brotherhoods to, of course, exploit. But 
I believe I should make this letter to the railroads part of the official 
record at this time. 

Senator Coorrr. Very well. 

(The letter referred to from Howard W. Habermeyer, dated March 
8, 1957, follows :) 





UNITED STATES OF AMERICA, 
RAILROAD RETIREMENT BOARD, 
Chicago, Ill., March 8, 1957. 

Dear Sirk: On February 27, 1957, the Board received the following telegram 
from Senator Morse: 

“Senate Subcommittee on Railroad Retirement anxious to develop all avail- 
able information regarding supplemental pension and retirement plans in the 
railroad industry. You are requested to survey all such plans in the railroad 
industry and furnish us complete information as to coverage cost financing 
benefits and administration. 

“WAYNE MORSE, 
United States Senator, Chairman, Subcommittee on Railroad Retirement, 
Committee on Labor and Public Welfare, United States Senate.” 


In order to comply with this request, the Board would need comprehensive 
information on all supplementary railroad pension plans now in operation. We 
are therefore asking you to furnish us at your earliest convenience all data 
ae to the supplementary pension plan or plans covering your em- 
ployees. 

The data furnished should include the following items: 

1. Date of establishment of each supplementary plan now in operation. 

2. Latest official copy of pension rules and employee pension booklet, if 
available. 
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8. Number of employees covered under each plan and number of employees 
not covered under any of the supplementary plans. 

4. Pension statistics for the last several years, including number of pensioners 
on the rolls, number of new retirements in each of these years, pension disburse- 
ments, and total pension costs to the company. 

5. Findings of latest actuarial valuation, if made, with indication of levek 
costs, unfunded accrued liabilities, and level cost to employer. 

If you have no supplementary pension plan in operation, we would like to be so 
advised, but we would still like to have the total number of your employees. 

Sincerely yours, 
Howarkp W. HABERMEYER, Chairman. 

Mr. Sracx. There was another feature that Mr. Schoene mentioned, 
and that was that some of the supplementary pension systems dis- 
criminated against members of labor crafts. Now, there are some of 
those pension systems that are supplementary th: it are mencoebetnes 
tory, and of course the railroads are at liberty to use their money 
they see fit, and if they fail to bar members ‘of labor organiz: iting 
I think that is their prerogative or their privilege. But the majority 
of those railroads today are taxing the employees 4 and 414 and 414 
percent over and above the $350 on which they pay taxes ander rail- 
road retirement. 

And one of these eastern railroads alone, in making a study of this 
situation, advised that raising the base to $400 will eliminate 50 per- 
cent of those employees that are getting corporate pension systems. 

This bill will add another fina meial burden on our people inas- 
much as it will increase the tax rate to 714 percent and the basic 
maximum salary to $400 per month. This fatter feature should re- 
ceive no consider ‘ation, as today we have 27 railroads that have cor- 
porate pension systems of their own which are supplementary to rail- 
road retirement and in many cases employees who earn more than 
$350 per month pay the railroads a tax on their earnings over $350 
each month. There are many in this bracket and one eastern rail- 
road alone advises that raising the tax basis to $400 each month 
would eliminate 50 percent of their employees from getting benefits 
under their corporate pension plan, and would average those supple- 
mentary pensions, with the reduction of about $25 on the employees 
that receive them each month. 

If this basis is established it will increase the taxes on cniployees 
in the higher rate brackets from the present $21.88 per month to $30 

sach month, and as the railroads pay an equal share it would mean that 
employees in this class would pay toward their retirement the sum of 
$60 each month or $720 each year for retirement benefits. This in- 
crease is enormous in view of the fact that if employees were work- 
ing for industry covered by the Social Security Act the employer and 
employee contribution would only be $189 per annum, and in con- 
sidering social security pays the major Seo of railroad retirement 
benefits it is a question of much study why taxes under railroad re- 
tirement should be increased at all. 

Our trouble today with railroad retirement is the level-cost basis, 
which is based on projections over a period of 50 years with 
phantom liabilities assumed by the actuaries to devoid any excess 
money for present benefits. Our reserve today in railroad retirement 
is $3.8 billion; yet they tell us this cannot be used to increase 
benefits under our act as it is charged against future liabilities. The 
facts indicate, however, that since 1937 until 2 years ago when 4 bil- 
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lion was paid in benefits under railroad retirement, considering that 
we have 3.8 billion today in the reserve, that social security is paying 
the major part of our benefits, that we paid back a loan of a half 
billion to the Federal Government to start our system, the financial 
condition of the fund is not in jeopardy, nor will it be for many years 
to come. 

The are actuarial survey of the railroad retirement system wus 
based on a $5 billion taxable basis, whereas today the payroll of the 
carriers for the fourth time exceeded $6 billion. 

Kindly refer to the Monthly Review of the Railroad Retirement 
Board January 1957, pages 8 and 9: it states and I quote 
although there was practically no change from 1955 to 1956 in the number of 


workers in employment covered by the Railroad Retirement Act, but the pay- 
rolls rose in substantial amounts. 





There have been, since 1937, 11 rounds of general increases granted 
rail workers, whereas our retired people in the same period received 
20 percent increase in benefits in 1948; 15 percent increase in 1951, 
and 10 percent last July, which was entirely inadequate to meet the 
ever-rising living costs. Every increase in base pay for the employees 
meant additional taxes into railroad retirement. In 1937 less than 10 
percent of our employees were earning $300 per month; in 1956 the 
average earnings went over $2 per hour for the first time; when the 
base was increased to $350 per month it gave considerable additional 
‘apital to our Retirement Board. The financial interc hange provision 
with the social security trust fund is another source of revenue for the 
tetirement Board. It must be noted in 1951 hearings that the cost of 
reinsurance of rail employees under the Social Security Act was 
testified by the actuaries at $700 million. However, on June 30, 1952, 
in the financial interchange, it was found that all we owed social 
security was $432 million. June 30, 1956, report showed that 
we owed social security $208.8 million, and that railroad retirement 
had reduced their debt to social security in one year $121.8 million. 
The benefit payment credited to railroad retirement by social security 
was $297.3 million. Soon our obligation to social security will be 
wiped out and the moneys received from social secur ity will be a wind- 
fall to our retirement system, but it is not the employees who are 
benefiting from the integration with social security but the railroad 
retirement account. 

Our Railroad Retirement Board always prides itself with the cost 
of operation. However, in 1955 the administrative costs exceeded $7 
million for the first time, which was 39.6 percent higher than opera- 
tion costs in 1947. We know that every railroad employee is inter- 
ested in the solvency of the fund, so if it can be proven without doubt 
that our railroad retirement needs more financing it should be brought 
to the attention of the committee that our railroads are not paying 
enough toward railroad retirement benefits. In our 1934 and 1935 act, 
which was the start of our system and was controlled entirely by the 
employees themselves and not labor groups, the railroads paid two- 
thirds of the supporting taxes, whereas the employees paid only one- 
third. 

It was when those acts were held unconstitutional—and not on that 
ground—that the brotherhood leaders first came into the picture and 
immediately agreed with management that employees should shoulder 
50 percent of the supporting taxes, but today the picture has changed. 
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The railroads receive full credit for their contributions to railroad 
retirement through the statements to the ICC. 

Again, they receive additional relief through the corporate income- 
tax provision which allows them 52 percent reduction in their cor- 
porate expenses for income-tax purposes; so while they pay on paper 
614 percent of taxable payroll they actually pay only 48 percent of 
this figure, or in their proportion of the present 61/, percent on a base 
salary of $350 per month they actually only subscribe 3 percent. 

We feel that any additional cost necessary in the passage of bills we 
are interested in should be borne in full by the railroad company. 

When in 1948 this Congress saw fit to increase all rail pensions and 
annuities 20 percent the records show that those same obstructionists 
were very much opposed on the grounds that such an increase would 
wreck the retirement account, and they pleaded with crocodile tears 
against such an increase, which, however, Congress granted, only to 
find when the fourth actuarial survey was made by independent audit 
the following year that the account was still solvent and that the 20 
percent gr anted at that time, while inadequate, did not reflect on the 
financial condition of the fund. 

Another feature on financing that I feel should have the considera- 
tion of the committee is a more profitable investment of the railroad 
retirement reserve. Last year we received in excess of $110 million 
in interest from our reserve from the Federal Government on the 
basis of 3 percent. Many Government securities pay much greater 
returns. FHA mortgages, some Federal certificates, and even the 
savings bonds now pay in excess of 3 percent, and those securities are 
insured as to their value by the Federal Government hence no loss 
can be anticipated. 

We have some railroad stocks that today are outstanding in our 
commercial world. To name a few, we have the Pennsylvania Rail- 
road that has paid cumulative dividends for 103 years; we have the 
Norfolk & Western that has paid dividends for over 30 years; we 
have the Chesapeake & Ohio Railroad, the Union Pacific and the 
Santa Fe and many others that have paid large dividends for the 
past decade. It would seem from this observation that some of our 
reserve could be invested in those systems. It would tend to interest 
employees to a greater degree to know that their railroad retirement 
fund was invested in railroad stock; it would give them a keener 
interest in the operation of the roads as they would feel interested in 
their own enterprise. 

If the survey of this committee finds that our retirement taxes 
cannot meet the obligation of the legislation we desire, then our em- 
ployees would not mind an increase to 7 percent on a base salary of 
$350 per month which would enrich the account another $75 million, 
perhaps more on the present taxable payroll, but in recommending 
this increase they want the legislation they seek and not fringe bene- 
fits such as §. 1313 provides. 

I might say in this respect that some of our own officers sharply 
disagree with us in increasing this tax 7 percent, in fact, we had 1 
officer who said he would sever his connection with our organization 
. ‘we increased the tax, because he belonged to our group for the 


sason that we were always trying to reduce the cost to railroad em- 
ae ees instead of increasing it. 
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So I am suggesting that as a last resource. Now, most of our old- 
timers don’t mind paying where they only have a year or two to go, 
they don’t mind even a 10-percent tax, they have to pay it over a short 
time. But we have to handle the overall picture, and of course we are 
indebted to our younger employees and must protect their interest. 

And as I explained in my brief, the railroads are having difficulty 
today in getting manpower, young manpower, in the railroad in- 
dustry, for the reason of these higher railroad retirement taxes. And 
of course the situation will be worse if we increase the taxes as 8. 1313 
provides. 

We are all facing the same destiny. One day we will have to give 
an account of our stewardship, as we will be stewards no longer. It 
is no thrill climbing the ladder of time. My life’s sun is gradually 
setting in the West. I plead with you this day to observe our recom- 
mendations. We are all doing God’s work in trying to help our fel- 
low man who individually is unable to help himself. I thank you. 

And, Mr. Chairman, at this point I would like to introduce a peti- 
tion, it was sent to Mr. Hill, but it was sent to me in the mail, cover- 
ing 40 employees at Omaha, Nebr., of the Union Pacific Railroad who 
vant the provisions of S. 945 enacted by this Congress. 

Senator Coorer. That will be incorporated in the record. 

(The petition referred to follows:) 


Hon. Lister HILL, 
Chairman, Senate Labor and Public Welfare Committee, 


Senate Office Building, Washington, D. C. 
HoNnoORABLE Sir: Understand Senate bill 8S. 945 sponsored by Senators Langer 
(Republican, North Dakota) and Martin (Republican, Iowa), January 29, 1957, 
providing full retirement at age of 60, after 30 years’ service, or after 35 years’ 


service, regardless of age, with annuities bused on 5 highest years of earnings, 
of railroad employees, is now under consideration by your committee. 

We, the undersigned, are greatly and personally interested in seeing this bill 
become legislation promptly, providing better pensions at an earlier retirement 
time than now in effect, and strongly urge you, and your committee to see that 
such a bill is enacted promptly, as well as any other bills sponsored by National 
Railroad Pension Forum, Inc., who are indeed working for a better pension 
system for the railroader. 

Thank you for your cooperation. 

Sincerely, 

Agnes G. Kurtz, 511 South 42d Street, Omaha 5, Nebr.; Arthur W. 
Engelhardt, 6719 Florence Boulevard, Omaha, Nebr.; Lynn M. 
Waples, 323 South 50th Street, Omaha, Nebr.; John J. Abboud, 
2417 Pacific Street, Omaha 5, Nebr.; Andrew J. Nowicki, 5845 
South 21, Omaha 7, Nebr.; Ernest C. Kesselring, 145 Carter 
Street, Omaha, Nebr.: Helen L. Samland, 2582 Vane Street, 
Omaha, Nebr.; Joseph J. Nowicki, 3385 “X” Street, Omaha, 
Nebr: Charles B. Coffin, 3331 North 39th Street, Omaha, Nebr.; 
George A. Ryck, 5118 South 39th Avenue, Omaha, Nebr.; Harry 
T. Weinberger, 3210 West Broadway, Council Bluffs, Iowa; 
James P. Engle, 3521 Farnam Street, Omaha, Nebr.; Grace M. 
Barr, 1510 Grant Street, Omaha, Nebr.; Frank F. Cottey, 3410 
California Street, Omaha, Nebr.; Clifford Iverson, 1912 Wirt 
Street, Omaha, Nebr.; John A. Stanesic, 2718 Chandler Road, 
Omaha 7, Nebr.; Mary C. Riso, 1044 South 29th St., Omaha, 
Nebr.; Nile S. Welles, 1488 Pinkney Street, Omaha 10, Nebr.; N. 
H. Strawn, 2605 St. Marys Avenue, Omaha, Nebr.; George W. Niel- 
sen, 4670 Poppleton Avenue, Omaha 6, Nebr.; Irene M. Carr, 
511 South 42d Street, Omaha 5, Nebr.; Lloyd W. Burns, 2640 
Avenue D, Council Bluffs, Iowa; Chris H. Andersen, 1915 South 
6th Street, Omaha 8, Nebr.;: Ernest S. James, 4240 Meredith Ave- 
nue, Omaha, Nebr. ; Victor M. Massara, 5824 Blondo Street, Omaha 
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4, Nebr.; Daryl M. Groto, 3315 Laurel Avenue, Omaha, Nebr.; Ed 
Drapalik, 1106 South 48d Street, Omaha 5, Nebr. ; Frank W. Haney, 
5702 Pratt Street, Omaha 4, Nebr.; Edw. M. Westlund, 3401 
Jackson Street, Omaha 5, Nebr.; Oscar L. Johnston, 3611 Hoctar 
Boulevard, Omaha 7, Nebr.; Marx K. Goldberg, 1519 North 35th, 
Omaha, Nebr.; Arwin P., 6310 North 33d Street, Omaha, Nebr.; 
Ronald Q. Stevens, 7214 North 35th Street, Omaha, Nebr.; John 
A. Lux, 2740 South 16th Street, Omaha, Nebr.; Lillian M. Soren- 
sen, 3174 Meredith Avenue, Omaha, Nebr.; Cyril J. Leaden, 3014 
Chicago Street, Omaha, Nebr. 


Copies to Mr. Thos. Stack, National Railroad Pension Forum, Chicago, Ill. 


Mr. Strack. And at this point I have also a report from Walt Sands, 
public relations-research director, that deals with the subject you are 
talking about here, the benefits and the difference between benefits 


and payments under social security and railroad retirement. It is 
dated March 12. 


And I would ask that this also be made a part of the permanent 
record. 

Senator Cooper. That will be incorporated. 

(The statement of Walt Sands, public relations-research director of 
the National Railroad Pension Forum, Inc., Chicago, Ill., referred 
to above, follows:) 


STATEMENT OF WALT SANDS, PUBLIC RELATIONS-RESEARCH DIRECTOR OF THE Na- 
TIONAL RAILROAD PENSION Forum, INc., CHICAGO, ILL. 


Mr. Chairman, and members of the committee, my name is Walt Sands. I 
reside at 7548 Coles Avenue, Chicago, Ill. I am public relations and research 
director of the National Railroad Pension Forum, Inc., a nonprofit organiza- 
tion of railroad employees with membership on 321 American railroads and 
affiliated railroad bureaus, chartered under the State laws of Illinois. I am also 
editor of Rail Pension News, published by the forum. 

I have worked over 30 years for the railroads. For the past 29 years, I have 
been employed as freight inspector for the eastern weighing and inspection 
bureau, in Chicago. My duties are various railroads keep me in steady contact 
with white-collar workers, switchmen, engineers, conductors, shop mechanics, 
yardmen and others. The vast majority of us want to know why we should 
now pay almost three times more retirement taxes than our neighbor pays for 
social security, and we want to know why we do not receive at least twice as 
more more in benefits. 

This vast discrepancy between the two systems is directly responsible for the 
tons of mail, telegrams and petitions, from all 48 States, to you distinguished 
Members of Congress, during the past 11 years. 

To help you gentlemen correct this vast discrepancy immediately, and pro- 
vide your secretaries with more time to answer mail on other subjects, I hereby 
submit a plan for your kind consideration, which in my opinion may help to pro- 
vide the necessary funds to pay for the cost of: 


FORUM PROGRAM 


Full retirement at age 60 after 30 years of service, or after 35 years of 
serve regardless of age, with annuities based on our 5 years of highest 
earnings. 

Elimination of the “last-employer” clause, which now prohibits a retired 
rail employee from receiving his railroad-retirement annuity, if he “con- 
tinues” in any and all employment (other than railroad employment) in 
which he was engaged, prior to the time he retired from the railroads. 

Elimination of the spouse “dual-benefit” restriction which now reduces 
social-security benefits from railroad-retirement benefits. 

Ten percent increase in all pensions and retirement annuities. 

And other changes in the existing railroad-retirement law, which will be 
explained by our president, Mr. Thomas G. Stack, during the current Senate 
and House hearings. 


93396—57——-12 
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Incidentally, the vast majority of the Nation’s rail employees are not in 
sympathy with H. R. 4853, sponsored by the rail union leaders. Instead, and 
your mail will prove this to be true, they want legislative enactment of House 
and Senate bills supported by the National Railroad Pension Forum, to wit: 

House bills: H. R. 3974, H. R. 880, H. R. 3755, H. R. 4312, H. R. 3545, H. R. 4676, 
H. R. 4677, H. R. 3855, H. R. 4523, H. R. 3756, H. R. 3421, H. R. 1008, H. R. 3420. 

Senate bill: S. 945. 

The cast majority of the Nation’s rail employees want these bills enacted. 
Mr. Thomas G. Stack’s testimony in support thereof, should be considered most 
thoughtfully by you distinguished Members of Congress, as representative of the 
wishes of the Nation’s rail employees, rather than the usual cut and dried ideas 
of the rail labor leaders and/or the Railroad Retirement Board. 

Congress has a financial problem to solve, regardless of any and all pro- 
posals to increase railroad retirement benefits. With rising inflation and decreas- 
ing railroad payrolls, due to automation and dieselization, this dilemma keeps 
getting worse. The following solution is submitted as an immediate and/or 
eventual answer to proper financing of the railroad-retirement fund in perpetuity, 
to wit: 


FULL SOCIAL-SECURITY COVERAGE FOR ALL RAIL WORKERS IN ADDITION TO FULL 
RAILROAD RETIREMENT COVERAGE 


The present deficit in the railroad-retirement fund amounts, on a level cost 
basis, to $169.4 million. When the 1955 amendments to the Railroad Retirement 
Act were enacted, a deficit occurred amounting to $86.4 million. When the 10 
percent increase in all benefits was enacted on July 1, 1956, an additional deficit 
occurred amounting to $83 million. Thus, the former deficit of $86.4 million 
added to the $83 million deficit totals $169.4 million. This is a serious situation 
that must be corrected immediately. 

Since layoffs are increasing due to dieselization and automation, less rail 
employees will be paying into the railroad-retirement fund in spite of the fact 
that each and every rail employee will have benefits coming to him later, under 
the present system of financing which must be changed, if the railroad-retirement 
fund is to survive. Eventually, there will be less than 1 million rail employees 
on the Nation’s railroad payrolls. 

During the past year 50,000 rail employees have been laid off. Because most 
had maximum earnings, each employee paid $21.88 per month taxes (the railroads 
paid a similar amount) or a total of $43.76 per month, or $525.12 per year. What 
does this mean? Exactly and definitely, the fact that 50,000 times $525.12 equals 
$26,256,000. 

In brief, this means more than $26 million will not be received by the railroad- 
retirement fund and as time goes on, with more and more dieselization and auto- 
mation, there will be less and less taxes paid into the railroad-retirement fund. 
It is simply impossible to increase benefits if less and less employees are con- 
tributing into the kitty. 

The “only” answer is to include rail workers under social security, with basic 
benefits under that system and to give them supplemental benefits under the 
railroad-retirement system. 

Congress has been fooled 100 percent by the actuaries of the Railroad Retire- 
ment Board who do not want Congress to believe that such a plan is possible. 
Why? To protect their very own jobs, to maintain the RRB as a permanent 
bureaucracy. It is now time to look at the facts. Times change and wise men 
change with them, is an old proverb. It is time for a change. The present system 
of financing the railroad-retirement fund is impractical and in the long run, 
impossible. If this were not true, why does a deficit of $169.4 million now exist? 

Because the social-security system covers most of the Nation’s workers, 
absorption by that system is the only answer. More people are in that system, 
than those in the railroad-retirement system, and therefore the cost per person, 
is less. 

For example, one industrial worker now pays a tax rate of 244 percent on the 
first $350 earnings into the social-security fund. Maximum cost per month, $7.88. 

One rail employee pays a tax rate of 614 percent on the first $350 per month 
earnings into the railroad-retirement fund. Maximum cost per month, $21.88. 

One rail employee now pays almost 3 times more taxes, or as much as the 
combined tax paid by 3 industrial workers. 

Three industrial workers and their families therefore, may receive social- 
security benefits, in return for the same amount of taxes paid by one rail 
employee. 
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The present maximum under social security is $108.50 per month, for a retired 
industrial worker. 

The present maximum under railroad retirement is $183 per month. However, 
since rail workers pay almost 3 times more taxes, the present railroad retire- 
ment maximum, should be 3 times $108.50 (social-security maximum), or $325.50 
per month. 

Why should 3 industrial workers each receive $108.50 per month, or a total of 
$325.50 per month, in return for the same amount of retirement taxes paid by 
one rail worker? 

Under both systems, the United States Treasury collects the taxes and pays 
the benefits. In ratio to taxes collected and benefits paid, those under social 
security get more for their money. 

Under the financial interchange with the social-security system, rail workers 
have been misled to believe that as a result of the 1951 amendments, we rail 
workers are “reinsured”’ under the social-security system retroactive to January 
1, 1937. 

In other words, the theory is that the railroad-retirement system pays to the 
OASI trust fund taxes on railroad payrolls at the social-security tax rates and, 
in return, is reimbursed by that fund for the additional benefits the social- 
security system would pay with respect to railroad employment had such 
employment been included in social-security coverage. 

For example, if a rail worker had a retirement annuity due him in the 
amount of $160 per month, the social-security fund would pay $108.50 and 
the railroad-retirement fund would pay him the difference, or $51.50. In brief, 
the social-security fund would pay two-thirds of the annuity as compared to 
one-third being paid by the railroad-retirement fund. 

Why should a rail worker pay three times more taxes than his neighbor pays 
into social security, which pays two-thirds of railroad-retirement benefits? 

Survivor benefits under both systems are practically identical as to benefit 
amounts, requirements, ete. Therefore, all survivor benefits should be given 
gratis to the Nation’s rail worker under the so-called financial interchange 
with the social-security system, without any financial charge to the railroad- 
retirement system of financing. 

It is interesting to note that on page 125 of the RRB Annual Report with 


the Sixth Actuarial Valuation as of December 20, 1955 (printed 1956) showing: 


Tas_eE A-6.—Breakdown of costs of benefits payable under the Railroad Retire- 
ment Act, exclusive of the effect of the financial interchange (valuation as of 
December 31, 1953) 

Percent of 
payroll 

Retirement benefits, total 12. 59 

Survivor benefits, total 3. 82 

Nee en a an acca t eeienrnitps bibetapeb snetioaies i enshabeaeaam eared . 44 


Total cost 


The above table indicates that the cost of railroad retirement benefits exclu- 
sive of the financial interchange with the social-security system, would cost 
rail employees and employers a total of 16.85 percent of payroll. 

Assuming this to be true, and Congress always accepts RRB figures and 
reports as being accurate, let’s do a little mathematical figuring. 

Since the social-security fund now pays two-third of all railroad retirement 
benefits, the above 12.59 percent of payroll should equal 8.389 percent of pay- 
roll (two-thirds of 12.59) and 3.82 percent of payroll chargeable to survivor 
benefits should be eliminated. The 0.44 percent of payroll chargeable to residual 
payments should be maintained in addition to the administration charge of 0.14 
percent of payroll. 

In brief, 8.39 plus 0.44 plus 0.14 equals 8.97 percent of payroll, as compared 
to the present 12.50 percent of payroll, or a saving of 3.53 percent of payroll; 
3.53 percent of payroll is equivalent to approximately $175 million, on the 
basis of 1 percent of payroll being equivalent to $50 million in benefits. This 
should take care of the present deficit of $169.4 million, with some $6 million 
additional. 

In brief, full social-security coverage for the Nation’s rail workers, as a base, 
in addition to full supplemental railroad retirement benefits, is necessary to 
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eliminate the present deficit, and at the same time provide sufficient funds to 
pay for the cost of the program supported by the National Railroad Pension 


Forum. 

Senator Coorer. Are you finished, sir? 

Mr. Strack. Yes, sir. 

Senator Coorrr. Am I right in saying that what you ask, first, 
among other things, is that the retirement age be fixed at 60? 

Mr. Srack. That is right. 

Senator Coorrr. And that all benefits be increased by 10 percent ? 

Mr. Strack. Well, we haven’t asked that in S. 945. 

Senator Cooper. In your testimony 

Mr. Sracx. In the testimony I said we had a bill in the House for a 
10-percent increase. 

Senator Cooper. Now, you also ask that this be done without raising 
the payments in the fund? 

Mr. Srack. Well, we think there is enough in the fund now, and, if 
it took them 20 years to expend, almost 20 years to expend, almost’ $4 
billion in benefits, with the reserve they have now, $3.8 billion, that 
fund would not be in jeopardy for another 20 years. 

Senator Coorrr. You are against extending the benefit period for 
unemployment ? 

Mr. Stack. Yes, because it will make the unemploy ment higher than 
the railroad retirement; it would give them $204 every 28 days, 
whereas a retirement man, the maximum he can get, and there are very 
few that get the maximum, is only $185 today. 

Senator Coorrr. How many members belong to your forum ? 

Mr. Strack. The audit is going on now in Chicago, but last year we 
had 126,000. 

Senator Coorrr. You mean there are 126,000 who have joined this 
forum ? 

Mr. Strack. That is right. 

Senator Cooper. How do they join? 

Mr. Stack. We charge them a dollar a year; we are a nonprofit 
organization and are not out to make any money, and they file an 
applic ation giving us the right to represent them before Congress. 

Senator Cooper. In genet ‘al, then, you oppose the bill? 

Mr. Strack. Well, there are some points in the bill we favor, such 
as the 10-percent increase, and we believe that restriction on these 
Canadian widows ought to be eliminated. That was put into the 
House report, and it certainly should not apply to railroad retirement 
at all. 

Senator Coorrr. Thank you very much, Mr. Stack, for your 
testimony. 

(The letter from F. K. Higginbottom of March 8, 1957, to Mr. 


Thomas Stack, previously referred to, follows :) 





SINCLAIR, GOODENOUGH, HIGGINBOTTOM & MCDONNELL, 
Toronto, Canada, March 8, 1957. 

Re amendment to Railroad Retirement Act re working restrictions of Canadian 

widows 
THOMAS Stack, Esq., 

President, National Railroad Pension Forum, Inc., 
Ambassador Hotel, Washington, D.C. 

Dear Mr. Stack: I have had an opportunity of seeing some of the corre- 
spondence between you and Mr. Robert S. Moore, of Toronto, and am pleased 
to note the efficient manner in which your pension forum has brought to the 
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attention of the Interstate and Foreign Commerce Committee the unjust situ- 
ation which has developed for Canadian widows by reason of the application 
of certain provisions of the Railroad Retirement Act. 

I happen to have personal knowledge of the manner in which the present law 
works to the prejudice of Canadian survivors whose husbands had been em- 
ployed by American railroads. My father was the Canadian passenger agent 
for the Lehigh Valley Railroad for over 30 years. He lived for 5% years after 
his retirement. My stepmother, who married my father in 1923, is now in 
receipt of a pension of $65.70 per month which, obvbiously, without other help, 
would be entirely inadequate for her support. To supplement this income, and 
so as to be engaged in worthwhile activity, she obtained part-time work in a 
doctor’s office. She was not immediately aware of the restrictions which pre- 
vented her from working more than 6 calendar days per month. In the aggre- 
gate, she only worked a few hours per month, but found when she reported the 
nature of her employment that she would have to refund the payments received 
during the time she was working. 

The ridiculous effect of the present law is that, even if a widow works for 
1 hour in 1 day and works for more than 6 such days, even though only for 
an hour or 2, she is deemed to have worked for over 6 days. When this 
matter was drawn to my attention and the situation looked into, I was, of 
course, amazed that such a situation could exist and, although in the case of my 
stepmother it represented a hardship, it would be practically a denial of a 
pension for those unable to obtain assistance through other sources in order to 
sufficient money to live. Since going into the matter with Mr. Moore, we have 
found many similar cases, and we are quite sure there are many more that 
have not been brought to our attention, and it is obvious that, so long as the 
present act remains, there will be increasing numbers of Canadian widows 
subjected to this unfair discrimination. 

Insofar as Canadian and American economies are concerned, there is no 
significant difference between the respective costs of living and wage scales, 
and any limitation of earnings should be the same. It is obvious that there 
are practically no jobs that a widow can obtain where she can only work 6 
days per month. 

I would earnestly urge that this situation be changed forthwith. It would 
appear to serve no useful purpose to allow this to continue and make it neces- 
sary that appeals be made to the Canadian Government at Ottawa and to gen- 
erally publicize this injustice throughout Canada, as I am sure that it was 
never intended by your American lawmakers that the act should work such 
unfair discrimination. I am sure that the good relations between Canada and 
the United States are such that this discrimination should not continue. The 
problem is, of course, aggravated by the fact that not only is there discrimina- 
tion, but the regulations are such as to practically bar the Canadian widow 
from obtaining employment, or can even have the effect of preventing her from 
enjoying the pension to which her husband had contributed in the same man- 
ner and to the same extent as his American counterpart. 

If there is anything I can do to help the good work which you are doing, 
please let me know. This matter, although relatively small compared to many 
of the problems which concern the Interstate and Foreign Commerce Com- 
mittee, is of great importance to the individuals now concerned and will be 
to many more in the future. 

Yours very truly, 
F. K. Hicernsorrom. 


(A supplemental statement from Mr. Stack which was later received 
for the record follows:) 


May 14, 1957. 
Senator WAYNE MORSE, 


Chairman Subcommittee on Railroad Retirement, 
Labor and Public Welfare Committee, 
United States Senate, Washington, D. C. 


Dear SENATOR MorRsE: Herewith, I submit some supplementary remarks to 
the testimony I made before your committee in connection with bills under 
discussion concerning railroad retirement. 

Again, I cannot too strongly urge the importance of your consideration of the 
provisions appearing in S. 945. Passage of this bill is the dream of all railroad 
employees and it is indeed essential today in view of the present economic condi- 
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tions when many oldtime railroad employees are losing their jobs because of the 
modernization of railroading, which feature was fully covered in the reports of 
other witnesses before your committee. 

Bill S. 945 would, in substance, lower the permissionable retirement age to 
60 years for those with 30 years of service; it would eliminate the archaic 
1924-31 test period and would substitute in lieu therefore the 5 highest years 
of earnings—similar to the benefit enjoyed by United States civil-service work- 
ers. As you know, social-security benefits today are based on the 5 highest years 
of earnings during the high-wage era since 1951. This fact, ironically, is the 
reason so many of our retired railroad employees are today getting little more 
than the equivalent of social-security benefits, although all through their working 
life since 1936 they have paid three times as much in taxes to support their 
railroad retirement system. 

Although no one seems to question the funded indebtedness of the Railroad 
Retirement Board it is my opinion based on my observation and experiences that 
this feature deserves the most minute scrutiny by your committee. 

Never in the past have the Railroad Retirement actuaries even been within 
millions of dollars in the accuracy of their estimates. I attended hearings in 
the old Supreme Court Chamber during 1951 when both the actuaries for the 
Railroad Retirement Board and those for the Social Security System seemed 
to be in agreement that to reinsure all railroad employees in social security 
through the proposed financial interchange between the 2 systems would en- 
tail a cost of over $700 million. 

In June 1952, when the financial interchange was completed, we learned that 
the railroad retirement account owed the social security trust fund no more than 
$488,200,000—a rather extravagant miscalculation, to say the least. It is now 
expected that this entire obligation may be wiped out when the next annual audit 
is completed, between the funds, probably in June of 1957. 

In the report submitted to your committee by the Comptroller General of 
the United States, it is indicated that the Railroad Retirement Board has 
charged off to the social security trust fund some $9.8 billion of liability that 
was heretofore a railroad retirement account obligation. This amount, you will 
recall, is twice the benefits paid by the Railroad Retirement Board to all the 
railroad employees who have been retired over the span of 20 years since 1936, 
when our railroad retirement system was inaugurated. 

It is further claimed by the report of the Comptroller’s office that the railroad 
retirement account received from the Treasurer of the United States $355 million, 
plus interest, in appropriations in excess of what they accounted for under the 
military service provision of the law (45 U. 8. C. 228e (1)(n)). The Comp- 
troller’s office did not evaluate the actuarial conditions of the Railroad Retire- 
ment Board, but only used the figures to make their determination. 

With all those alleged “windfalls” to our Railroad Retirement Board, and 
with $3.8 billion today in its reserve, it is very hard to believe that the solvency 
of the fund should be questioned at this time. Yet, the Board tells us that they 
have a $170 million deficit in the level-cost basis. Here again, not many of 
us will be here—much less be able to predict—what will happen 50 years hence. 
In this atomic age it is most inappropriate to base values of any system so far 
into the future. It makes jobs for actuaries, but nothing but tears for our 
rail workers. 

It is noted that the Comptroller’s Office based their military deficit on an 
anual basis, whereas the Railroad Retirement Board have based it—as in the 
past—on the level-cost basis. If we were on a pay-as-you-go basis then every 
railroad employee could evaluate the financial condition of the fund. If they 
knew the facts you may be sure that they would not hesitate to pay additional 
taxes in support of their system when necessary. 

A provision of the brotherhood bill, S. 1313, would require that in 1970 and 
1975 railroad retirement taxes would be increased to reflect the increase pro- 
posed under social security, which would total a gross of 9 percent on the em- 
ployee. 

Now, it has never been cleared up by the Board whether this increase would 
be on $4,200, the social security maximum, or on $4,800 as the bill proposes for 
railroad employees. Or would the Railroad Retirement Board again get a 
“windfall” from the difference in the tax base? 

We have a number of employees today who sell real estate, work on their 
weekends, and thus gain social security in their own right, because they pay 
the additional social-security taxes on their side jobs. These same employees 
are also insured under social security by the Railroad Retirement Board. 
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But only one benefit is paid the employee when he retires and that is most 
cases is social security he developed in his own right. In this case the Railroad 
Retirement Board does not benefit by having reinsured such an employee, but 
they should get a refund of the taxes they paid for his reinsurance through the 
financial interchange. 

These supplenmentary remarks, Senator, are made in the interest of getting 
a suitable railroad retirement bill voted out of your committee. I hope that this 
information will prove helpful, and that you will have it made a part of the 
official record. 

Most sincerely yours, 
THOMAS STACK, 
President, National Pension Forum, Chicago, Ill. 


Senator Coorrer. Mr. John D. Goodin. 


STATEMENT OF JOHN D. GOODIN, ATTORNEY AT LAW, 
JOHNSON CITY, TENN. 


Senator Coorer. Mr. Goodin, I have hurriedly read your state- 
ment, and I wanted to ask you some questions. 

Do you consider it relevant to the bill we are considering ? 

Mr. Goopin. Mr. Chairman, I do. 

Senator Cooper. We don’t want to keep you from testifying. On 
the other hand, the jurisdiction of this subcommittee is limited to 
bills before it. Will you direct your testimony to the Railway Labor 
Act? 

Mr. Goopin. No, sir. 

The material on the Railway Labor Act which I referred to is merely 
to show that the Railway Labor Act has encompassed the field of 
retirement, when it should not have. 

Senator Cooper. Would you mind stating, then, briefly, before we 
go into your testimony, in what way your testimony would apply to 
the bills that we are considering, which deal with changes, proposed 
changes, in the Railway Retirement Act ¢ 

Mr. Goopin. Mr. Chairman, I would like to especially point out, 
I have two footnotes to my statement which refer to statements both 
in the 1937 hearings and the 1952 hearings, which show that the cost, 
that is, the load to be carried by the fund, is implicated by the num- 
ber of retirements. 

In other words, in the first Retirement Act, which was a compro- 
mise act, the estimate by Mr. Latimer was $35 to $40 million by the 
reason of the taking out of the compulsory retirement issue. 

Senator Cooper. Is there anything that you propose in this testi- 
mony that this subeommittee could act upon in these bills? 

Mr. Gooptn. I would like to make this suggestion and recommenda- 
tion: That your committee—and please forgive me if I am acting 
improperly or am not in the proper channels—— 

Senator Cooper. No. We want to hear all the testimony, but we 
can’t hear testimony which deals with other action. 

Mr. Gooptn. I would like to make a recommendation of one 8- 
word amendment, and that would read: 





There shall be no retirement for age alone. 


Senator Coorer. All right. You may go ahead and testify. 
Mr. Gooptn. Mr. Chairman, I would like first to take the oppor- 
tunity of thanking the committee for the privilege of being here. It 
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is certainly one of the privileges of being an American to take a part, 
as a country lawyer, in a hearing such as this—I am an attorney 


Senator Coorrr. I will make you feel at home. I am one, or used 
to be 


Mr. Gooprn. Fine, sir. 

I might say on that, Mr. Chairman, that as a lawyer, I think you 
are familiar with the doctrine of preemption. In other words, when 
Congress acts in a field they exclude that to other people. And that 
is one of the main purposes here. 

I am an attorney, having been licensed in 1939. And I lost 4% 
years of my practice to the Army. I am licensed to practice before 
the Supreme Court of the United States, the United States Court of 
Appeals, 6th and 10th Circuits, and the Federal and State courts of 
Tennessee. 

I have held the following positions of honor: national commander, 
Military Order of the Purple Heart—of which your Mr. Kennedy is 
a member, and to which your Mr. Thurmond is eligible to be a mem- 
ber, but I don’t believe he is—president, Third Armored Division 
Association; vice president, All-American Conference To Combat 
Communism; juror, 1951 and 1953, jury of awards, Freedoms Foun- 
dation, Valley Forge, Pa., serving under Dr. Milton Eisenhower. 

And, ironically, [ am presently serving on the President’s Commit- 
tee on National Employment of the Physically Handicapped, of 
which General Maas, former Congressman from Minnesota, is 
Chairman. 

I appear on behalf of some near 50 retired railroad employees 
from the States of Virginia, Kentucky, North Carolina, Georgia, 
Alabama, and Tennessee, but my statement is made as a private citi- 
zen interested in fair and equitable justice for all persons and, more 
especially, in the interest of maintaining the dignity of the American 
citizen as an individual. 

This committee has before it Senate bill 1313, providing for certain 
amendments to the Railroad Retirement Act and the Unemployment 
Act, specifically calling for increase of annuity benefits to retired 
employees, but which will also increase the cost load of the railroad 
retirement fund. It is hoped that the committee will see that a 
strict adherence to the Railroad Retirement Act, as originally passed, 
will decrease the proposed load. 

I make reference to the two statements of Mr. Murray Latimer in 
the excerpts quoted at the close of this statement in regard to cost 
involved in compulsory retirement. 

And, Mr. Chairman, I would like to quote those. The first one is 
from the hearing before the Committee on Interstate and Foreign 
Commerce, House of Representatives, 75th Congress, Ist session, on 
H. R. 6956, at page 137. 

Mr. Martin. It strikes me that the dropping of the compulsory retirement fea- 
ture will have the effect of reducing the pension load. A great many of them, I 
might say a majority of them will not retire when they reach the retirement age, 


when they do not have to. They will continue in service as long as they can, 
even if they die next day. 

Mr. Latimer (Chairman, Railroad Retirement Board). Of course, the post- 
ponement of the age of retirement resulting from eliminating inducements to 
retire does lower the annuity burden. In fact, we have calculated that it 
would lower the burden not less than 35 or 40 million per year. * * * We have 
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assumed, however, that around one-fifth of the employees who attain the age 
65 would be in service at 70 and continue for a longer or shorter period. 


Now, Mr. Latimer, some 14 years later, in the report of the Joint 
Committee on Railroad Retirement Legislation, part 1, 83d Congress, 
1st session, Report No. 6, page 588, Mr. Latimer replied on behalf of 
the four major operating brotherhoods, in reply to a query on com- 
pulsory retirement : 


No cost estimate accompanies this question. There would, of course, be a 
cost, since the adoption of compulsory retirement at 70 or lower would produce 
retirement earlier than those occurring presently. 


(The footnotes referred to above follow :) 
FOOTNOTE 1 


Hearing before the Committee on Interstate and Foreign Commerce, House of 
Representatives, 75th Congress, 1st session, on H. R. 6956 (May 13, 14, 18, 19, 
20, and 21, 1937). 

Page 41: 

Mr. Harrison. The railroads have agreed with the representatives of the 
unions to abandon all arbitrary retirement rules. 

Page 48: ; 

Mr. BULWINKLE. Then I understand that if the employees are rendering 
satisfactory service, they can continue to work after they are 65? 

Mr. Harrison. They can continue to work so long as they can stay on the 
job. There is no arbitrary rule of taking them out. 

Mr. BULWINKLE. Even though they have arrived at the retirement age sug- 
gested for the Supreme Court? 

Mr. Harrison. They might be 90 * * *. 

Mr. Martin. In the absence of a compulsory retirement provision, and in the 
absence of any penalty for continued service, that would have the effect of con- 
siderably minimizing the new employment for younger men? 

Mr. Harrison. I think that influence is here; yes; that there will not be as 
many men retired as would retire if we had more drastic penalties or arbitrary 
limits of age. 

Mr. Martin. I do not think that would be very satisfactory to the young 
men who constitute the great majority of the employees, because you know the 
urge is to shove us “old birds” out of the way. 

Mr. Harrison. The young fellows, on the one hand, wanted to force the old 
men out. The old men, on the other hand, would be glad to get out, but cannot 
live without working, and their pensions would not take care of them. 

(Nore.—The last statement of Mr. Harrison’s is just as true today, requiring 
repeated amendments to increase the annuities to try to offset the inflationary 
spiral.) 

Page 137: 

Mr. Martin. It strikes me that the dropping of the compulsory retirement 
feature will have the effect of reducing the pension load. A great many of 
them, I might say a majority of them will not retire when they reach the 
retirement age, when they do not have to. They will continue in service as long 
as they can, even if they die next day. 

Mr. LatiMeR (Chairman, Railroad Retirement Board). Of course, the post- 
ponement of the age of retirement resulting from eliminating inducements to 
retire does lower the annuity burden. In fact we have calculated that it would 
lower the burden not less than 35 or 40 million per year. * * * We have as- 
sumed, however, that around one-fifth of the employees who attain the age 65 
would be in service at 70 and continue for a longer or shorter period. 

(Note.—This is the same Mr. Latimer whose statement follows in footnote 2.) 


FOOTNOTE 2 


Report of the Joint Committee on Railroad Retirement Legislation, part 1, 
83d Congress, 1st session, Report No. 6, page 588. 
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Quote from Mr. Latimer’s reply to Mr. Douglas, on behalf of the four major 
operating brotherhoods, in reply to a query on compulsory retirement: 

“No cost estimate accompanies this question. There would, of course be a 
cost since the adoption of compulsory retirement at 70 or lower would produce 
retirement earlier than those occurring presently. * * * 

“IT do not believe that it would be possible to show that a requirement that 
all railroad workers over 65 or 68 or 70 be retired would strengthen or improve 
interstate commerce; and, even if such a showing could be made, it seems to 
me that the exercise by the United States of power to prohibit some of its citi- 
zens from pursuing their regular means of livelihood merely because of having 
attained a certain age might well have the most undesirable consequences. I 
doubt if social institutions will long endure if, instead of protecting the elderly 


individuals coming within their scope, they become instruments of compulsion. 
** * 


“T should think it much more appropriate to ask what contribution retire- 
ment systems could make toward continued employment of elderly workers than 
to suggest the use of such systems to prevent some individuals from performing 
their accustomed tasks.” 

(Note.—The increased number of compulsory retirements may be the cause 
of the necessity of increasing the load carriers and employees both are being 
required to carry to uphold the system. ) 

Mr. Gooptn. Now, the increased annuities are favored, since the 
average annuity is $110 to $120 per month, and my people fear that 
since they have been forced off involuntarily they would have no com- 
punction about receiving something from the carriers who helped to 
get rid of them, but the act should be amended further to end discrim- 
ination among certain employees who have been and are being de- 
prived by their property rights and their jobs without compensation, 
without due process, and against the intention of Congress. 

I would like to explain “without compensation” there, Mr. Chair- 
man; I would like to explain what I mean. What happened to these 
men, they were ordered to do something which any one of them could 
have done, in that they received nothing for retiring. The act of 
voluntary retiring is one thing, but being involuntarily retired is an- 
other, and they get nothing in return for being retired. 

Now, I am very grateful for Mr. Schoene’s report this morning in 
which he pointed out that the railroads are now beginning to recog- 
nize the need for a supplementary pension. And these pensions are 
not contributory. He showed me the need for the supplementary pen- 
sions by citing 55 of some 130 railroads that have such pension plans. 
He stated, though, that the majority of those pension plans were for 
the benefit of, shall we call, the official class. And he called this gross 
discrimination. And I agree with him. 

Now, he also pointed out that in the other industries the supplemen- 
tary pensions were gained by collective bargaining, and that is why 
I am involved in this collective bargaining under the Railws ay Labor 
Act, which I am going into. 

Now, that has come about—in other words, this discrimination that 
I am complaining about has come about because the carriers, the 
unions, and the courts have invaded the province of Congress. 

First, the unions and the carriers have entered into agreements call- 
ing for “compulsory retirement and forfeiture of seniority” at age 65 
through 70, with no degree of uniformity. The majority of the 
courts have sustained such agreements as “collective bargaining” un- 
der the Railway Labor Act. 

Congress, however, has bargaining under the Railway Labor Act to 
“rules, rates of pay, and working conditions,” none of which encom- 
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passes retirement. In fact, the term “retirement” does not appear in 
the Railway Labor Act. 

But Congress, leaving no doubt that it intended to enter the field of 
retirement “legislation ‘completely, passed at the same time that it 
passed the Railw: ay Labor Act a separate, complete, and unrelated act 
covering retirement and appropriately named it the Railroad Retire- 
ment Act. 

Consider the history of this act. 

The first act of 1934, calling for compulsory retirement, was held 
unconstitutional, the Supreme Court saying: 

When * * * the act disregards fitness to work, pensions those who are pres- 
ently compelled by the law irrespective of their fitness to labor * * * it becomes 
perfectly clear that * * * it can have no relation to the promotion of efficiency, 
economy, or safety by separating the unfit from the industry. 

The 1935 act had a substantive compulsory retirement provision in 
that the employee who worked after 65 forfeited one-fifteenth of his 
pay. It, too, was held unconstitutional, on the same ground that the 
first act was held unconstitutional. 

The 1937 act, a compromise act in which the carriers and the 
unions agreed not to contest the constitutionality of its provisions, 
had no provisions for compulsory retirement, and according to the 
hearings none was intended. In fact, it was agreed that all arbi- 
trary retirements would cease, and the men could be 90 years old. 

And I respectfully refer you to the footnote again, to these hear- 
ings. On page 1 Mr. Harrison says—— 

Senator Cooper. May I suggest—I don’t want to keep you from 
testifying, but the other members of the committee will have to read 
this, can't you just make that part of the record? I might say I 
have read it. 

Mr. Gooprn. Yes, sir. (Continuing) : 

This act did contain a provision that prevented the use of service 
after 65 in the computation of an annuity. That provision was taken 
out by the Douglas amendment of 1951, and it was taken out retro- 
actively. Mr. Morse, the chairman here, was one of the managers of 
that bill, and I would like to ask him, or to have you ask him, I 
find no record of the purpose of the taking out of that thing, al- 
though the result was that there would be a decrease in the load 
because of the fact these men wouldn’t retire, and there would be a 
further desire created in them to continue working, since there was 
nothing in the act now which would deter their building up their an- 
nuities. 

So that actually before the Douglas amendment a man working 
past 65 could not increase his annuity. But since that time, by 
working after 65, he could work long enough to get the maximum 
annual annuity, if he could work so long. 

Congress’ continued occupation in the field is shown by the com- 
prehensive and excellent report given the 83d Congress by Hon. 
Paul Douglas, chairman of the joint committee. In this report, Mr. 
Murray Latimer, speaking on behalf of the four major operating 
brotherhoods in reply to compulsory retirement queries said: 

* * * the exercise by the United States of power to prohibit some of its 
citizens from pursuing their regular means of livelihood merely because of hay- 


ing attained a certain age might well have the most undesirable consequences. 
I doubt if social instiutions will long endure if, instead of protecting the elderly 
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individuals coming within their scope, they become the instruments of com- 
pulsion (Report of the Joint Committee on Railroad Retirement Legislation, 
pt. 1, 83d Cong., Rept. No. 6, p. 588. For fuller text of Mr. Latimer’s statement, 
see footnote =). 

Its present interest is shown by the convening of this committee. 

2. The purpose fo the Railway Labor Act was to permit bargaining 
in the modification of existing rights, not their aiieration. and an- 
ticipated that the unions w ould seek to protect the rights of its mem- 
bers, and no join with the carriers in the annihilation of those rights. 

(a) It is therefore asserted that when Congress said that a union 
could be the agent for the employees, that it meant agent, and that it 
did not intend to give the agent power beyond the principal, that is, 
the power to destroy the principal, by taking away his means of 
livelihood—even though by a majority vote of such union. 

Thus, the unions and courts changed the act to read from “be eligible 
for annuities” to “shall receive annuities at age 65.” 

Now, I would refer, Mr. Chairman, to a decision in your own State, 
of Gregg v. Starks, which stood from 1923, and in which it was held 
that the union had no power to change the seniority or the position of 
a man; that has been the leading case in ALR for years up until this 
time, it has been cited innumerable times, involving a conductor whose 
rights were changed by his union, and the courts held that they could 
not do it. 

(6) Bear in mind that in the steel industry, unions have fought for 
and gotten additional benefits from the employer, in exchange for 
compulsory retirement, by bargaining. That is the 7nland Stec el case 
v. Zhe Labor Relations Board. 

But in the railroad industry, the carriers were asked for nothing, 
they give nothing, and the unions get nothing, unless it may be con- 
sidered that self-promotion of younger members and the firing of 
older, capable employees who fought physically as well as otherwise 
to create the unions and thus destroy them, is of some value. 

I want to point out again and reemphasize to this committee that I 
don’t think there would have been any complaint had the unions gone 
in and bargained for something, $10 a month, $100 a month, or what- 
ever it was, that would have been collective bargaining, "but they 
simply signed these men’s rights away to work to promote » themselves 
up on the seniority list. 

(c) Under these so-called bargaining agr eements, seniority is for- 
feited. If this be constitutional, then the union has the authority to 
take away from a man a personal right which only he can earn—the 
right of seniority built on length of service alone. 

(d) If age alone can be the sole test and criterion for retirement, 
then cannot the union under this judicial legislation retire men at 60, 
50, or 45? 

(e) Thus, a hostile union which is the bargaining representative, can 
retire an employ ee who does not belong to that union, and increase the 
chances of perpetuating itself as the bar gaining representative. Once 
retirement is in, it cannot be taken out, as witness the union which 
after regaining the bargaining rights, voted solidly for cancellation of 
the retirement agreement, but could not get the railroad to agree. 

A person so retired at 65 is also depriv ed of the use of that variable 
commodity granted by the Internal Revenue Service for those who at- 
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tain 65, known as a double exemption, thus further discriminating 
against him. 

Thus, by judicial legislation, rank discrimination has been created, 
permitted, and further encouraged, by allowing a single carrier to com- 
pulsorily retire various employees from ages 65 to 70, while other em- 
ployees work so long as they can pass the physical examination set by 
such companies. 

Two examples of this are, the Clinchfield Railroad on 1 day en- 
tered into 8 separate memoranda agreements calling for compulsory 
retirements of various crafts from 65 to 70—I mean, one union had 
65 for its age, and another 66 for its age, and so on up. And only 
1 of these unions was an operating brotherhood, and only 1 put 
this matter to a vote among its members, although these people were 
going to be retired. 

Now, two of those unions, as soon as their headquarters heard about 
it, directed their chairmen to cancel the contracts, but the railroads 
laughed at them, because that is what they have been trying to do for 
years, get compulsory retirement ages lowered for years. 

For the purpose of the record, I would like to show that those eight 
unions are the BRT, telegraphers, electrical workers, carmen, signal- 
men, maintenance-of-way men, boilermakers, and blacksmiths. 

Another example, on the Southern Railroad an engineer may work 
as long as he is physically able, while his fireman must retire under an 
“agreement” reached by his union. 

Now, Mr. Chairman, they have taken the position that the railroads 
probably had the right to fire these men, but I asked the division 
counsel of the Southern Railroad if he had the right to do that, why 
didn’t he fire the engineers, who possibly might be a safety factor. 
And he said, “We would be faced with suits for wrongful discharge”— 
admitting that they don’t have any such rights. 

Did Congress then intend that an employee be forced from his only 
means of livelihood, lucrative because of his long years of service, to 
a position of $100 to $120 per month; be deprived of his right to in- 
crease this pension by working after 65, and be unable to take ad- 
vantage of the double exemption granted him after 65, solely because 
he has attained a certain age / 

Is it not the duty of Congress to end this discrimination ? 

Aside from legal, there are these moral considerations: 

1. The first of these proposals for compulsory retirement were pre- 
sented to the members of the union to vote on—although, if successful 
each of the younger men immediately promoted himself up the senior- 
ity list. At this point of early consideration, the older men sometimes 
were able to outvote them. 

But since judicial legislation has approved such types of bargain- 
ing, the agent now does not even submit the question to a vote, but 
with no bargaining, executes the agreements and the employees are 
without a job. The employee has no recourse through the boards set 
up by Congress, since by law, his union is his representative. 

Thus, the older men who worked up from the danger of the “link 
and pin” days to the comfort, safety, and modern conveniences of to- 
day’s railroading, lose their jobs to men who made no sacrifices. 

2. Congress appropriates annually thousands for the benefit of the 
aged, the handicapped, and the unemployed. Is it consistent that the 
same Congress should intend to deprive able-bodied men of their jobs 
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to join this group, and become eventually wards of the Government? 

Is it consistent to take away a man’s job at 65, then offer him a juicy 
bone in the form of a double exemption income-taxwise ? 

Is it consistent to amend an act, so an employee can use his service 
after 65 to increase his pension, and then destroy his right to work 
after 65? 

If Congress can determine the age of retirement for others, it 
can determine retirement for its own members. The loss of the 
experience and ability of such elder statesmen could not be replaced. 

With humility, for younger men to determine retirement for their 
elders, is for the younger to say when the elders are “through.” 
Does this not invade the province of - Divine Maker who finally 
determines when each of us is “through” ? 

It is therefore respectfully asserted : 

First, That Congress has no power, itself, or through its agents, 
to set compulsory retirement for age alone, and any such assertion 
of such power by its agent is illegal, being unconstitutional. 

Second. That if there does exist such power, then it is wholly 
within the discretion of Congress to exercise and assert such power, 
so as to give uniformity throughout the industry, and not discrimi- 
nate against some employees as against other employees. 

In either event, an amendment is necessary for the clarification 
of the rights of rail employees, to end the present discrimination 
being practiced. 

I would like to suggest this amendment. I do not think the 
amendment is necessary, but since the courts have refused to say 
that Congress has entered this field of retirement, I would like to 
—_ this committee, if. it is possible—and if there is some other 

yay the committee can correct me—I am trying to get it down, to 
ae: to read: 

“There shall be no retirements for age alone.” 

don’t expect such an amendment to be paid retroactive, if 
could, I could probably get paid for my services. But I think here 
is a situation where one group of employees can work and build up 
their annuities to get the full amount under the act, while another 
is barred by the actions of their union in so doing. And I can't 
think of any greater discrimination than suggested in here, if the 
Congress should pass an act and say, “Well, Representatives must 
retire at 40, or Senators at 50,’ I don’t think anybody would 
qualify—they would all scream that it was discrimination, because 
age is something that is personal with each man. 

“T want to again thank this committee for the privilege of appear- 
ing here. And if there is any further information I can furnish it, 
I will be more than happy to do so. 

Senator Cooper. Thank you very much, Mr. Goodin, for coming 
here and waiting and presenting your testimony. 

If you care to prepare and submit a proposed amendment, it will 
be considered by the subcommittee. As I said at the outset, I am not 
sure that this legislation is properly a vehicle for such amendment. 
but that would be a matter for the subcommittee. 

Mr. Gooprx. Mr. Chairman, may I reiterate, in view of the time, 

I don’t think that it should have been necessary, but the courts have 
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found it necessary to do so, then it. becomes the duty of the Congress, 
as it did in the subversive cases, tv tell the courts what the law is. 

Senator Cooper. Thank you. 

The hearing will continue tomorrow at 10 a. m., in room F-39, 
the Capitol. 

JOHNSON Ciry, TENN., March 18, 1957. 
Re 8. 1813 and proposed amendments, Railroad Retirement Act. 
Hon. WAYNE MORSE, 
United States Senate, Washington, D. C. 

DEAR SENATOR Morse: I am grateful for the opportunity of appearing before 
your subcommittee. I only regret that your other obligations prevented your 
presence during my appearance. 

I wish to amend my statement to the committee as follows: By adding “In 
order that there be no question as to congressional intent, I therefore propose the 
following amendment to the Railroad Retirement Act: ‘There shall be no retire- 
ment for age alone.’ ”’ 

You will recall Mr. Schoene’s testimony pointing out these facts, among others, 
tying in with my statement: 

(1) Some 55 of 130 railroads have supplemental pensions for employees on a 
noncontributory basis, although the majority of such arrangements are for non- 
union employees. 

This may be true, but many railroads are rushing into compulsory retirement 
agreements in which they have to give the retired employees not one thing. In 
fact, in none of the agreements reached to date, has the employer given anything 
to the unions or the retired employees. 

(2) Other industries which require the employer to supplement the pensions 
have been required to do so by collective bargaining. 

In the railroad industry, the unions have sought nothing and gained nothing. 

By permitting compulsory retirement to be a matter of vote, or the opinion of 
an agent (or general chairman of the union), an employee’s right to his job 
becomes political—against legal principles as well as moral. In other words, 
in the rail industry, rights to a job are determined by seniority which is built 
upon longevity of service, and such right should not be one subject to political 
exploitation. 

You are a practical lawyer, and I believe will agree with my statement that 
Congress has preempted the field of retirement in its passage and amendments of 
the Railroad Retirement Act. You also were one of the Senate managers in the 
passage of the Douglas amendment of 1951, permitting employees to use service 
after 65 in the computation of their annuities. I am confident therefore that 
with your complete knowledge of the history and background of the Retirement 
Act, you must agree with me in part. Especially that no authority exists for 
compulsory retirement at 65. 

Respectfully yours, 
JOHN D. GooptIn. 

(Whereupon, at 5:45 p. m., the subcommittee recessed, to recon- 
vene at 10 a. m., Thursday, March 14, 1957, in room F-39, the 


Capitol.) 
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THURSDAY, MARCH 14, 1957 


Unrrep Srates SENATE, 
SUBCOMMITTEE ON RatiroaD RETIREMENT OF THE 
CoMMITTEE ON Lapor AND Pusiic WELFARE, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10 a. m., in room F-39, 
the Capitol, Senator Wayne Morse, chairman of the subcommittee, 
presiding. 

Present: Senators Morse (presiding), and Cooper. 

Committee staff member present: Merton C. Bernstein, special 
counsel to the Subcommittee on Railroad Retirement. 

Senator Morse. The hearing will come to order. 

We have a problem, gentlemen, on the schedule we will run this 
morning. The Senate is in session this afternoon. We seem to be 
involved in a very interesting parliamentary situation in the Senate 
with regard to getting permission to hold a committee hearing while 
the Senate is in session, and in view of the circumstances of that 
problem, we will not meet this afternoon. 

This subcommittee will not meet at any time the Senate is in 
session. So I will go as far as I can today and then I'll schedule 
another meeting for taking further testimony. 

Our first witness this morning will be Gerald D. Fi inney, general 
attorney, law department, Association of American Railroads. 

I’m very happy, Mr. Finney, to welcome you to the stand. You 
may proceed in your own way. 


STATEMENT OF GERALD D. FINNEY, GENERAL ATTORNEY, ASSO- 
CIATION OF AMERICAN RAILROADS, ACCOMPANIED BY LEONARD 
J. CALHOUN, CONSULTANT, AND J. ELMER MONROE, VICE PRESI- 
DENT AND DIRECTOR, BUREAU OF RAILWAY ECONOMICS, ASSO- 
CIATION OF AMERICAN RAILROADS 


Mr. Finney. Thank you. I would like to say in the beginning, I 
have on my left Mr. Monroe, on my right Mr. Calhoun, two of our 
witnesses sc ee to appear at these hear ings. 

Senator Morse. Delighted to have them join with you. You may 
proceed in any ca you want to with your testimony or theirs. 

Mr. Finney. I would like to say at this point if I might that while 
we are scheduled to have Mr. Monroe follow me, and Mr. Calhoun 
follow him, or perhaps vice versa, in view of the fact that Mr. Loomis 
is here from Chicago and Mr. Rice is here from Richmond, I would 
prefer, if it is satisfactory to the subcommittee that after my testi- 
mony, Mr. Loomis come on and then Mr. Rice. 
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Senator Morse. I’ll be glad to hear Mr. Loomis at any time. You 
schedule your time, however, on the basis of my previous ruling. We 
will not meet after 12 o’clock. 

Mr. Finney. I understand that. My only thought is Mr. Calhoun 
and Mr. Monroe are in the city and can come at any time. 

Senator Morse. The next hearing after today will probably be 
scheduled for next week. 

Mr. Finney. My name is Gerald D. Finney and I appear here 
for the Association of American Railroads of which I am general 
attorney. 

The association is a voluntary association of railroads including in 
its membership railroads operating over 95 percent of the railroad 
mileage and having operating revenues of approximately 95 percent 
of the total operating revenues of all railroads in the United States. 

The telegrams of February 28 and March 2, 1957, giving notice of 
these hearings, invited testimony on S. 360, S. 945, and S. 1313. In 
our view S. 1313 is obviously the most important of the three measures 
and the bulk of my testimony and the testimony of the railroad wit- 
nesses who will follow me will be directed to that bill. However, 
before discussing it I shall comment briefly on both of the other 
measures. 

S. 360 would amend the Railroad Retirement Act so as to permit 
a disability annuitant to earn as much as $200 a month before bein 
deprived of his disability annuity in the month in which he sonra 
more than $200 of outside earnings. 

The present limitation on earnings is $100 a month. According to 
the Board’s actuaries, the bill would result in increased costs to the 
retirement system of something over $2 million a year. 3S. 360 pro- 
vides no revenues to pay for those increased costs. 

Accordingly, we b not think it should be favorably considered. 

S. 945 would provide for retirement with full annuity for indi- 
viduals who have completed 30 years of service and have reached 
the age of 60 and for those who have had 35 years of service regardless 
of age. The bill would also change the method of determining the 
average monthly compensation with respect to service prior to Janu- 
ary 1, 1937, that is, service on which no taxes were paid. 

Under the present law earnings in the period 1924-31 are used for 
determining that monthly compensation. 

Under the bill the individual’s highest 5 years (consecutive or non- 
consecutive) of earnings would be used to determine his average 
monthly compensation before 1937. 

The Board’s actuaries say the bill would cost about $120 million a 
year. In interpreting the bill they decided that the 5 highest years 
of earnings were meant to be the 5 highest years before 1937. 

The language of the bill does not contain such a restriction and if 
the Board had interpreted the bill so as to select the “5 highest years” 
during the employee’s entire period of service the costs of the bill, of 
course, would be considerably greater. The bill, like S. 360, would 
provide no additional revenues to take care of the very large increased 
costs and the railroads are opposed to its passage. 

Coming now to the most important bill before your committee, 
namely S. 1313, which has the support of all of the standard railway 
labor organizations. 
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Frankly, we find ourselves confronted with what we consider a most 
unusual proposition. 

It will be recalled that in the 84th Congress the labor organiza- 
tions supported S. 3616, which had three major provisions. That 
bill would have provided in general a 15 percent increase in bene- 
fits paid under the retirement system; it would have provided a 2 per- 
cent increase in retirement taxes with 1 percent being paid by em- 
ployees and 1.percent being paid by employers; and it would have ex- 
cluded from gross income for income-tax purposes the employee 
taxes paid for railroad retirement ee ; 

The railroads opposed that bill in hearings before this committee. 

S. 3616 in the form introduced was not passed, but an amended bill 
providing for a 10 percent increase in benefits but without any tax 
provision to pay for such benefits and without provision for exclusion 
from gross income was enacted into law. 

Notwithstanding the fact that the railroads considered the new 
law providing a 10 percent increase in benefits to be unwise, they 
decided that in the event the labor organizations sponsored a bill in 
the 85th Congress which would pay the $83 million calculated by 
the actuaries of the Railroad Retirement Board as necessary to pay 
the cost of the 10 percent increase in benefits, the carriers would not 
oppose such a measure. 

And, if that were all that S. 1313 provided the railroads would not 
be here in opposition to the bill. 

However, 8S. 1313 in the form before you is a far cry from a bill 
aimed at merely financing the 10 percent increase in benefits pro- 
vided for in last year’s law. 

With respect to the railroad retirement system, the pending bill 
would provide a 10 percent increase in retirement benefits over and 
above the 10 percent granted last year; it would provide an increase 
in the taxable compensation base from $350 to $400 a month and 
an increase in the rate of tax from 614 to 9 percent each for employ- 
ees and employers, and thus raise retirement taxes paid by the rail- 
roads by $186 million a year. ; 

In regard to the unemployment system, 8. 1313 would provide in- 
creased and extended unemployment and sickness benefits for railroad 
employees; it would fix the practical minimum weekly benefit at a 
level above the maximum weekly benefit under all but 4 State sys- 
tems; it would permit individual beneficiaries to draw $15,000 or 
more in benefits for one period of unemployment; it would increase 
the tax base; and it would increase the tax rate paid by the rail- 
roads to support the unemployment system, thereby increasing the 
railroads’ unemployment taxes by about $76 million a year. 

All in all the bill would require the railroads, in order to support 
both systems, to pay additional total taxes of more than $262 million 
a year. Because of such drastic and unwarranted changes in the 
systems, the railroads oppose S. 1313. 

As I have said, S. 1313 would greatly increase the taxes paid to 
support the railroad retirement and unemployment systems. 

_ Inconsidering such tax increases, the committee, of course, will bear 
in mind that while the tax burden to support the railroad retirement 
system falls equally upon the employers and employees, the taxes 
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to support the unemployment system which includes sickness, acci- 
dent, and maternity are paid entirely by the railroads. 

Before continuing with S. 1313, it seems to me that one important 
fact should be mentioned. 

The group of persons for which additional benefits would be pro- 
vided under the bill is a group; that is, the railroad worker and his 
family, whose social-insurance benefits are already much more gen- 
erous than those available to the group covered by the social-security 
system. 

Any increase in benefits to railroad employees would further in- 
crease the spread between the railroad retirement and unemployment 
systems which cover about 1 million employees and the social-security 
retirement and unemployment systems covering some 50 times that 
many workers. 

As we have said many times to your committee, and we here say 
again, the position of the railroads, with respect to repeated proposals 
to liberalize benefits under the railroad retirement and unemployment 
insurance systems, is, first, that the railroads are opposed to any 
increase in taxes to pay for such additional benefits under these 
systems, either directly through an increase in the rate of taxes or 
indirectly through an increase in the taxable compensation base; and, 
second, that the railroads believe that their unemployment-insurance 
system should be maintained on a comparable level with similar 
Federal-State systems. 

As has been stated by others, S. 1313 would amend the Railroad 
Retirement Act, the Railroad Retirement Tax Act, and the Railroad 
Unemployment Insurance Act. 

It would bring about fundamental changes in both the retirement 
and unemployment-insurance systems, including the taxes to support 
those systems. In order to avoid confusion, I believe it would be 
better to treat each system separately and I shall, for that reason, first 
discuss certain of the effects of the bill on the retirement system. 

Senator Morse. May I interrupt! ¢ 

I think I understand the basis of your figure. You say in your 
statement that the railroad retirement tax proposed would be raised 
to 9 percent ? 

Mr. Finney. Yes, sir. 

Senator Morse. The bill, of course, provides 7144. I assume you 
get your 9 pere ent by including the increase in tax and compensation 
base from $350 to $400? 

Mr. Finney. No, sir. ihe bill provides an immediate tax increase 
for retirement purposes to 714 percent on a $400 base. Under one of 
the complicated provisions in the bill, and I mention that later in 
my testimony, the tax is increased to 81% percent in 1970 and to 9 
percent in 1975. That is how I get the 9 ‘percent. You understand, 
of course, that 9 percent, if you were going to total them, would be 
added to the 4 percent which the U nemployment Insurance Act 
Amendments provide, or a total of 13 percent on a $400 base. 

The railroads now pay 614 percent of their taxable payroll in sup- 
port of their retirement system. The taxable payroll is limited to 
$350 monthly earnings of any railroad employee. 

Under the bill the railroads would immediately be called upon to 
pay a rate of 714 percent. 
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However, this increased rate would not be applied against the $350 
monthly earnings of their employees but would be on an increased tax 
base of $400 per month per employee. This immediate increase, 
according to the Railroad Retirement Board’s actuaries, would on a 
level basis over the years amount to $100 million annually. 

Of course, the railroad employees’ taxes would be increased by the 
same amount. But this is not the complete story. Under the rather 
complicated provisions of section 201 of S. 1313, the railroads would 
be subjected to a tax rate of 814 percent on the $400 a month base 
beginning in 1970 and then in 1975 the railroads’ tax rate would go 
up to 90 percent on the $400 base. 

In other words, the bill proposes an increase from a tax rate of 
614 percent on a $350 earnings base to a rate of 9 percent on a $400 

“~arnings base. This overall increase will result in the railroads pay- 
ing, after 1975, $186 million a year more in railroad retirement taxes 
than they are now paying. 

In the view of the railroads there can be no possible justification 
for such increases in railroad payroll taxes for retirement purposes 
when the taxes they are now paying are already far greater than the 
taxes paid for the same purposes by industries covered by the general 
social security system. 

As I have said, the railroad tax rate is now 614 percent. The tax 

rate currently paid by other industry is only 214 percent and at its 
maximum, to be reached in 1975, will be only 414 percent, and it must 
be remembered that that 444 percent will not be on a $400 a month 
tax base, but will be on a $350 tax base. Of special importance is 
the fact that at the present time the railroads’ competitors, such as 
motortrucks and airlines, are paying about one-third as much tax as 
the railroads are paying for retirement and survivorship benefits; 
that even after their tax reaches its highest point they will be paying 
less than two-thirds the amount the railroads are now paying; and 
that under the proposed bill our competitors’ tax of 414 percent on 
$350 will be only about two-fifths of our tax of 9 pe reant on $400. 

Senator Morse. Mr. Finne vy, maybe your group is not the group to 
ask for this information. Maybe the Board itself can supply it. Or 
maybe we'll have to get it from some other source. 

But I think this point is one that the committee should dwell on. 
I think we should include not only a study of the motortrucks and 
airlines, but I think also of the water transportation systems—see 
what their figures are. 

Do you happen to have available, could someone in your staff make 
available to us a parallel column table that would show how railroads, 
motortrucks, airlines, and the barge lines, and the internal waterway 
shipping lines? 

Mr. Fryney. I would certainly be glad to do that, Senator, and 
submit it to you at a later date. 

Senator Morse. Oh, yes, at your convenience. I don’t want to 
impose this on you if, of your own personal knowledge, you might 
get the Board to do it. 

Would the Board have that inform: meg Q 

Mr. Finney. Mr. McKenna is here. I do not personally know 
whether the Board has that information. 
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STATEMENT OF FRANK J. McKENNA, EXECUTIVE DIRECTOR, 
RAILROAD RETIREMENT BOARD 


Mr. McKenna. We don’t have it except in the form of various pub- 
lications that I think we can make such a tabulation. We'll be glad 
to do that. 

Senator Morse. If they have the material, Mr. Finney, there is no 
reason why I should impose this job on you. I would like to have 
such a parallel column table so we can see what the effect of this 
would be in relation to the competitors. 

Mr. McKenna. I would be glad to have one—to have our research- 
ers do that. 

Mr. Finney. The next paragraph may be enlightening along that 
line. 

The discriminatory nature of the tax for railroad retirement is 
strikingly shown by a comparison of the dollar amounts now paid 
and to be paid in the future by an employer of a railroad worker 
on the one hand and by the employer of a worker covered by social 
security on the other hand. 

The most recent figures show that the average earnings per month 
for a railroad employee are $434.76. Under the present law and 
assuming that such a worker earns the same monthly pay for a full 
year, the railroad employer pays retirement taxes of $262.50 annually. 

If that worker is covered by social security and earns the same pay, 
his employer is paying only $94.50 a year. Under the provisions of 
S. 1313, the railroad employer, beginning July 1, 1957, would pay 
$360 a year on that worker’s salary. If he fell under social sec urity 
during the year beginning July 1, 1957, his employer would continue 
to pay y only $94.50. 

When the social security tax rate reaches its maximum in 1975, the 
social security employer will be required to pay $178.50 a year on the 
same worker, assuming his pay to be still the same. 

However, the railroad employer will in 1975 have to pay about 214 
times that social security payment, or $432 a year. 

Senator Morse. Mr. Finney, do you know of any case of competi- 
tors in the railroad industry, whether it is truckers or airlines or 
waterway navigation systems, where they have a retirement system 
beyond the social security system ? 

Mr. Frxney. I do not know of a single one, Senator. I have 
heard, of course, in hearings both this year and in the past, mention 
made of supplemental plans for General Motors and United States 
Steel—organizations, incidentally, which make 4 or 5 times as much 
on their net investment as we do. 

Senator Morse. They are not direct competitors, either ? 

Mr. Frxnry. They are not direct competitors. I have never heard 
anybody mention a direct competitor. I don’t know whether a single 
competitor of ours has a supplemental plan. 

As Mr. Schoene mentioned yesterday, some of the railroads them- 
selves have supplemental plans and I understand that you have asked 
the Railroad Retirement Board to canvass the railroad industry in 
respect of those supplemental plans, not from my own personal 
knowledge that I know whether any of our competitors have supple- 
mental pli ins and if there are any which do have, I would like to know 
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about them. I would like to know what they pay and what the em- 
ployees receive. 

Senator Morse. Mr. McKenna, do you suppose the Interstate Com- 
merce Commission might have the information on any possible sup- 
plemental plans that the truckers or airlines or water navigation com- 
panies may have? 

Mr. McKenna. I think our best bet would be to go to one of these 
research foundations to get the information. I believe a few of those 
have made studies on the subject and the information will be avail- 
able, of course. 

Senator Morse. If there is any way of incorporating that in this 
parallel-column chart or in a supplemental chart, I would like to have 
that information. 

Thank you. 

(See p. 575.) 

Mr. Dawny. It should be borne in mind that the impact of the 
railroad retirement payroll taxes upon the railroad charges to the 
public is entirely out of line with the impact of other industries’ 
social-security taxes upon the price of their products. 

This is due not only to the fact that the railroads pay much higher 
taxes, but also to the fact that in the railroad industry the pay yroll 
is a much larger part of gross income than in the case of industry 
generally. 

As an aside, I may say—and Mr. Monroe can correct me if I am 
incorrect—our payroll runs 52 percent of our gross income and in 
industry generally it runs about a half of that or somewhat less. 

Mr. Monroe, who will be one of the witnesses to follow me, will 
deal in some detail with the financial situation of the railroads. 

However, I would like to point out that the railroad earnings at 
the present time and in recent years have been highly unsatisfactory 
despite relatively high levels of traffic. 

During the year 1956, the rate of return earned by class I railroads 
on their net investment was only 3.95 percent. 

This unsatisfactory condition is not a recent development. The 
railroads have been very low earners for a very long time. Their 
average return on net investment for the 10-year postwar period 
1946-55 was only about 3.75 percent. 

Other industries have been much more fortunate. 

During 1955, according to figures published by the First National 
City B: ank of New York, manufacturing industries earned an annual 
return of 15 percent on their net assets. On the same basis, and also 
for 1955, the railroads earned an annual return of only 5.7 percent. 

Mr. Monroe, will, as I have said, discuss the financi: al situation of 
the railroads. I merely wish to point out that in recent years, not- 
withstanding the Nation’s generally high level of prosperity, rail- 
roads’ earnings have been wholly inadequate. 

The actuaries of the Railroad Retirement Board say that as a 
result of the railroad retirement tax increases in 1970 and 1975 the 
deficit in the railroad retirement fund will be reduced to some $21 
million a year. We have no quarrel with the actuaries’ computations. 

We merely wish to point out that if S. 1313 contained no provisions 
for an immediate increase in taxes, and only raised the taxes sometime 
far in the future, for example in 1990, in an amount of perhaps 314 
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or 4 percent each side, the actuaries presumably would find that the 
system, with the amendments provided in the bill, would be a sound 
system. 

It should be borne in mind of course that the actuaries assumed 
that the Railroad Retirement Act will not be amended between now 
and 1975. 

If there should be provision for further benefits without provision 
for additional taxes, the deficit indicated by the actuaries will inevita- 
bly be increased ; and if additional taxes are provided to pay for such 
benefits the tax rate must go above the 9 percent provided in 8. 1313. 

Yesterday in his statement, not in his prepared statement, but dur- 
ing the interrogation by the’ committee, Mr. Schoene indicated, if I 
understood him correctly, that the tax increase in 1970 and 1975 would 
probably not be necessary if social security did not increase its taxes 
and therefore he would be willing not to have the future increases in 
taxes. 

That is if social security did not increase its taxes and therefore the 
system would be sound without our increasing our taxes. 

As a matter of fact the actuaries say we have a present deficiency 
of around $70 million and that this bill adds $160 million to it and this 
amounts to a total deficiency in the absence of any tax increase of 
$330 million. 

Our 714 percent increase on the $400 base they say will bring in 
about $200 million, leaving us about $130 million. 

Now they say these additional taxes which we would i impose in 1970 
and 1975 would bring in $110 million or leaving a deficit of about $20 
million. 

Mr. Schoene, I am certain, didn’t wish to mislead the committee, but 
social-security taxes at their outside limit only go to a tax base of 
$350. That 414 percent is only on $350. 

Our taxes as I have said, go to 9 percent on a base of $400. 

Now if we don’t increase our taxes to 9 percent on a tax base of 
$400, we can’t do anything less than lose $340 million; in other words, 
9 percent on the difference between the $350 or $400 a month. 

I am certainly not criticizing Mr. Schoene in any way. I just say 
he undoubtedly forgot that difference in the tax base when he said if 
we didn’t increase our taxes, the system would be sound. 

To summarize with respect to the retirement features of S. 1313: 
The measure would further liberalize the railroad retirement system 
which is already more liberal than the general social-security system. 

It would impose a 56-percent increase in the railroads’ payroll taxes 
for retirement purposes when such taxes are already much larger than 
similar taxes paid by other industries, including their competitors. 

And it would impose an increase in taxes at a time when the rail- 
roads are in no position to pay them. The railroads accordingly are 
of the view that the retirement provisions of S. 1313 are wholly un- 
justified. 

Mr. Calhoun, on my right, one of the railroad witnesses who will 
follow me, will deal in some detail with the unemployment-insurance 
provisions of 8. 1313 

In his statement he will also call attention to numerous deficiencies 
which exist in the present law and suggest constructive changes to 
take care of those deficiencies. 








AMENDING THE RAILROAD RETIREMENT ACT OF 1937 193 


However I should like at this time to discuss briefly certain of the 
features of the amendments to the unemployment system, which as I 
have said before, provides not only payments for unemployment due 
to lack of work, but also payments to those who are out of work by 
reason of sickness, injury due to accident, and what the law terms 

“maternity sickness.” 

The bill would establish a new daily benefit rate schedule with such 
daily benefits running from $4.60 to $10.20 based on compensation 
earned by an employee during his base year. 

ee ally speaking, those di aily benefit rates are from about 50 cents 

$1 higher than under the present law. 

hed some rates are increased more than a dollar. 

The bill would also amend the present provision of the law that 
states that if the daily benefit under the schedule is less than 50 per- 
cent of an employee’s daily rate of pay during his last working 
period, such benefit shall be increased to such 50 percent amount, but 
not to exceed $8.50. 

Under the bill, S. 1313, the railroad employee becomes entitled to 
60 percent of his last daily rate of pay with a limitation of $10.20. 

The minimum hourly pay received by railroad workers is $1.70, or 
$13.60 for an 8-hour day. 

The application of the 60 percent proviso to which I have referred 
would mean that at the minimum a worker would be entitled to a 
daily unemployment-benefit rate of $8.16. 

From the practical standpoint then the schedule is meaningless in- 
sofar as it establishes daily benefit rates from $4.50 to $8. 

In this connection, I wish to point out that the weekly unemploy- 
ment-benefit rate for an employee receiving the minimum daily wage 
would be $40.80. 

An examination of a pamphlet entitled “Significant Provisions of 
State Unemployment Insurance Laws, November 1, 1956,” issued by 
the United States Department of Labor, discloses that in only Alaska, 
Connecticut, Michigan, and Nevada do the maximum w eekly benefits 
paid under the systems in those States exceed this railroad minimum. 

In 3 of those 4 States the maximum benefit for the employee alone 
is less than $40.80 and it is only by reason of the fact that additional 
benefits are paid to unemploy ed workers who have dependents that in 
those States the maximum weekly benefit may go above $40.80. 

The Department of Labor pamphlet also shows that in about half 
the States the maximum weekly benefit is $30 or less. The railroad 
minimum weekly benefit of $40.80 would not only be paid to the 
worker who is unemployed because there is no job available, but 
would also be paid to one who is sick, disabled by reason of injury, or 
to a woman who is in the so-called maternity period. 

The Department of Labor pamphlet makes no reference to benefits 
for sickness, injury, or maternity for the logical reason that, with the 
exception of four States, no such payments are made under the State 
systems. 

California, New Jersey, New York, and Rhode Island do have 
provision for sickness benefits but in general the cost of such benefits 
is paid by the employees. Without doubt the railroad unemployment 
insurance system is already far more generous than any State system 
and the proposed amendments in the benefit payments to which I 
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have referred will bring it still further out of line when compared 
with State systems. 

Perhaps the most extreme and unjustifiable provision contained in 
S. 1313 is that which would extend the present period over which a 
railroad worker can draw benefits and provide for the payment of 
benefits far into the future. 

As we read the bill an employee, dependent upon his length of rail- 
road service, would be permitted to draw benefits up to 414 years 
beyond the termination of his last 6-month benefit period, such 6- 
month period being established under present law. 

I might say at that point that I am told by those on the Railroad 
Retirement Board that that is not the correct interpretation. As you 
know, Senator, under the present law a man can draw benefits in a 
benefit year based on his earnings in the preceding calendar year. 

I won’t go into any detail. That is generally correct. And after 
he has drawn those Cenelien in that benefit year, up to 6 months of 
benefits, he has exhausted his benefits in that benefit year, and he has a 
lag period where he draws no benefits until the new benefit year 
starts, and he then draws 6 months more benefits based on earnings 
in the calendar year that preceded that fiscal year. 

I and my colleagues interpreted this extended benefits provision in 
the bill to give the man 114, 214 314, or 414 years of benefits after 
the termination of the benefit year to which he is entitled under the 
present act. 

The Railroad Retirement Board, I am told, says no, that after the 
end of the first benefit year under the present act, the extended period 
starts and, two, it would encompass the benefit year and the benefits 
to which he is now entitled under the present act. 

So I confess that I misinterpreted this provision. 

There is absolutely no precedent in any State law for the payment 
of such extended benefits and the Board’s actuaries have indicated 
their payment would result in extremely large additional costs to the 
unemployment system. 

In my statement I have an example based on the interpretation to 
which I just referred. 

A man would have collected for one continuous period of unem- 

loyment something over $16,000 to be precise, $16,354. I am told 
by the Board that they would calculate that amount at something 
around $14,586. Mr. Schoene appeared yesterday and gave an exam- 
ple where a man could collect over $15,000 and another could collect 
$17,000. 

So 1 don’t think we are too far apart in dollar amounts. Mr. 
Schoene at that time also said that he was not interested in the dol- 
lar amount, that he was interested in paying the long-term employee 
very large benefits. 

I will say to you the railroads are interested in the dollar amount. 
We think that if a man can sit back and draw benefits in the amount 
of $15,000 or so, such a figure, over a period of years, that he is very 
likely to continue drawing them, because there is very little incentive 
to return to work if you can collect rather large sums of money for 
an extended period of time. 

Senator Morse. Shall we strike that portion of your prepared state- 
ment ? 
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Mr. Fryney. Yes. 

Senator Morse. Because the reporter may be including it. 

Mr. Fryney. Yes. 

The taxes which the railroads pay to support the unemployment in- 
surance system are based on a sliding scale ranging from one-half of 
1 percent to 3 percent on $350 a month of employee earnings with the 
rate paid by the railroads in any particular year being dependent upon 
the amount of money in the unemployment insurance account on Sep- 
tember 30 of the preceding } year. 

As the money in the account decreases, the railroad tax increases. 
On September 30, 1956, there were $332 million in the unemployment 
insurance ac count. and under the existing tax schedule the railroads are 
this year paying 2 percent on the taxable payroll. 

By reason of the benefit increases provided for in S. 1313, it pre- 
sumably becomes necessary to increase the railroad taxes in order to 
pay for some part of the cost of those benefit increases. 

Therefore, the bill contains a new tax schedule which begins at 2 
percent and goes to 4 percent of taxable payroll. 

The schedule not only increases the rate but the bill also increases 
the tax base so that the railroad tax rate no longer would apply to 
$350 of the employee’s monthly compensation but would apply to $400 
a month. 

If we assume that the money in the unemployment insurance ac- 
count on September 30 of this year will be somewhere between $300 
million and $350 million as it was on September 30 of last year, the 

‘ailroads will be required to pay in 1958 a tax of 314 percent on a $400 
base or $201,150,000—that’s $95,250,000 more than they will pay this 
year. 

However, it appears extremely unlikely that this will be the extent 
of their additional tax burden in 1958. As of January 31 of this year 
there were only $303 million in the unemployment insurance account. 
If that figure on September 30 of this year is below $300 million, the 

railroads’ tax rate will go to 4 percent, and they will pay $230 million 
in taxes in 1958, an increase of $124 million over this year’s payments. 

I should add of course that under the present law, if the unemploy- 
ment insurance fund falls below $300 million, the railroads next year 
will be peaarer to pay an additional one-half of 1 percent of taxable 
payroll or $2614 million more than the current yea1 

However, $26 14 million is a long way from an increase of $124 mil- 
lion as is provided in S. 13 

Notwithstanding the increase in the tax rate and the increase in the 

tax base, the actuaries of the Railroad Retirement Board say that the 
revenues provided by the taxes the railroads are to pay will not be 
sufficient to support the unemployment system. 

They find that the costs of the system will level out at about 4.22 
percent of taxable payroll. It appears then that if the system is to 
pay the benefits which it provides, the railroads will be asked in the 
future to increase their taxes again. 

The subcommittee of course will have in mind that industries other 
than the railroads which are covered generally by the Federal-State 
systems of unemploy ment insurance paid an average tax rate of ap- 
proximately 1.5 percent during fiscal 1956. 

And the subcommittee will also bear in mind that the rate in all the 
States but 1 was paid on a $250 per month base. The maximum pay- 
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ment per outside industry employee on this basis was $3.75 per month. 
Under the 4 percent tax rate and $400 base proposed in S. 1313 the 
railroads would pay $16 maximum per employee or more than 4 times 
the amount paid by other industry. 

May I ask at this point, Senator, in view of the fact that you have 
requested the Railroad Retirement Board to make an analysis of the 
payments made by our competitiors in the railroad retirement field 
that they add to that and total the two together an analysis of the 
unemployment insurance payments that are made under the State 
system ? 

’ Senator Morse. Mr. McKenna, is that a reasonable request from 
the standpoint of your workload ? 

Mr. McKenna. I am not sure about its reasonableness from the 
standpoint of the workload. 

Senator Morse. Strike the word “reasonableness.” Can you do it? 

Mr. McKenna. I am concerned about the availability of the in- 
formation. We will make a stab at it. 

Senator Morsr. Don’t forget the supplemental railroad system. 
This is a good place to read into the record the wire I sent to the 
Chairman of the Board some time ago. 

Senate Subcommittee on Railroad Retirement action to develop all available 
information regarding supplemental pension and retirement plans in the rail- 
road industry. You are requested to survey all such plans in the railroad 
industry and furnish us complete information as to coverage, cost, financing, 
benefits and administration. 

Mr. Finney, may I ask you to ask the appropriate staff members 
of your association if they will help speed up that study by supplying 
the Board with whatever information you have available. 

Mr. Finney. All I know, Senator, is that in our own shop here in 
Washington the Association is now in the process of sending the in- 
formation to the Board. 

I talked to Mr. Faricy about that yesterday. 

Senator Morspr. I appreciate that. 

Mr. Bernstein has a question. 

Mr. Bernstern. On that score, on the cost of employment insur- 
ance, Mr. Stack yesterday made the statement that under the supple- 
mentary plans the increase in the benefits of the railroad unemploy- 
ment insurance provided for under the bill would eliminate substan- 
tial benefits under some of the private plans and thereby reduce the 
railroad costs. Is that generally correct ? 

Mr. Finney. I didn’t hear Mr. Stack yesterday but are you sure 
he referred to the unemployment features of the supplemental plan? 

Mr. Bernstern. I am not sure he did. 

Mr. Fryney. Excuse me, Senator. 

Senator Coorrr. I wanted to hear your question, again. 

Mr. Finney. I would assume and I say I didn’t hear Mr. Stack 
yesterday, I would assume that if he made the same statement that 
has been made by others. 

Mr. Bernstern. You are quite correct. 

Mr. Fixney. That it would probably be a reduction made in the 
supplemental pension plans of the railroad. 

Mr. Bernstern. That’s possibly correct. 

Mr. Finney. You are asking me whether that is correct. 

Mr. Bernstetn. That’s correct. 
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_Mr. Finney. I would say this: I am not familiar with the plans 
of the individual railroads. I know about the association plan and 
I would say yes, that if you increase the benefits paid under the Rail- 
road Retirment Act, it would to some extent decrease the payments 
made under the supplemental plan of the association thereby de- 
creasing some of the costs of the supplemental plan. 

I am not familiar with the plans—except that, in a general way, of 
the railroads throughout the country. 

Senator Morse. Proceed, Mr. Finney. 

Mr. Finney. To summarize with respect to the unemployment 
features of S. 1313: the measure would further liberalize the rail- 
road unemployment system which is already much more generous 
than the Federal-State systems; it would impose very substantial 
increases in the railroads’ payroll taxes for unemployment system 
which is already much more generous than the Federal-State sys- 
tems; it would impose very substantial increases in the railroads’ 
payroll taxes for unemployment purposes when such taxes are already 
much greater than those of other industry; and the railroads are in 
no position to pay such increased taxes. 

We are firmly of the view that you should not favorably consider 
the unemployment insurance amendments proposed by the measure. 

In closing I wish to repeat that S. 1313 would impose on the rail- 
roads additional annual taxes of more than a quarter of a billion 
dollars. 

The total tax rate in 1975 will be on a base of $400 a month and 
will amount to 9 percent for retirement, for 4 percent—if they 
don’t increase the unemployment tax before that—4 percent for un- 
employment or a total of 13 percent in that which amounts to pay- 
roll taxes of around $750 million a year. At the present time our 
total tax of 814 percent on the $350 a month amounts to about $440 
million a year. 

You can see that our taxes are going to go up undoubtedly by about 
$310 million a year. 

We say we are in no position to assume such a burden. That 
completes my prepared statement. 

Senator Morse. I want to say, Mr. Finney, in commending you 
for this statement I think it is a statement that is very helpful to 
this committee. 

I don’t know how the issues can be drawn any more clearly than 
you have drawn them and certainly you have placed squarely upon 
the proponents of the measure the burden of proof showing that the 
proposals are justified in the light of the contentions you make in 
this statement. 

As chairman of the subcommittee I want to express my appreci- 
ation to you for outlining the main framework of the controversial 
discussion in which we will be engaged now in the next few weeks 
on this bill. 

Mr. Finney. I want to thank you for what you said. This was 
as you can appreciate in the nature of a sort of a preliminary state- 
ment setting forth the rather broad issues as I said at the beginning 
of this hearing Mr. Monroe and Mr. Calhoun will go into some detail 
with respect to the provisions of the bill and our precise position. 

If you are finished with me, I would like to have Mr. Loomis come 
forward and make his statement followed by Mr. Rice. Mr. Monroe 
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and Mr. Calhoun can come forward at your convenience some time 
in the future. 

Senator Morse. One question and perhaps counsel for the commit- 
tee will have a question. In your prior statement dealing with rail- 
road finances, I assume that upon analysis I will find incorporated in 
there whatever benefits the railroads have received in recent years on 
the accelerated amortization program. 

Mr. Fryney. Mr. Monroe’s statement will, I think, take care of 
every question with respect to our financial situation duri ing the past 
years and at the present time. 

Senator Morse. Senator Cooper ? 

Senator Cooper. I am afraid some of the questions that I might 
ask have already been asked because I missed the most part of the 
testimony. 

Senator Morsg. We have not been asking very many questions. 

Senator Coorrr. I would like to ask this question: ‘It arises from 
the comments in your written statement. 

I had understood that the maximum tax that would be levied if this 
bill should be adopted would be 714 percent. I note that you say in 
1970 the tax would be 814 percent and in 1975, 9 percent. 

Mr. Finney. Yes, sir. The bill so provides. I might add that if 
the bill did not so provide, the actuaries could not possibly have 
found that this system would be in any way sound. 

The immediate revenues from the 714 -percent increase in the rate 
and the $400 increase in the base totals something like $200 million 
a year, that is with the employees paying the same amount as the 
employer. 

Now, with the deficit that existed prior to last year, add to that 
the deficit which was created as a result of passing the 10-percent 
increase in benefits, and add to that the cost of the present bill’s 
benefits; you have a total overall cost, including the earlier deficits, 
of some $330 million. 

If we subtract $200 million, that is, the tax provided in this bill, 
we have a deficit of about $130 million. 

Now, if they didn’t increase the taxes in 1970 and 1975, the deficit 
will be $130 million. Right this year, next year, and well into per- 
petuity, calculated, of course, on an actuarial basis; therefore, it is 
necessary that that tax go to 9 percent. 

Senator Coorrr. You state that you had agreed that the deficit 
which had come about because of last year’s action would be about 
$83 million. 

Mr. Finney. Yes, sir. 

Senator Coorer. What you are talking about, then, is the difference 
between the $330 million and $83 million, to which you object? 

Mr. Fryney. Yes, sir; fundamentally, that is. I object to all points 
in this bill, because it goes far beyond anything that we thought the 
brotherhoods would come forward with this year. 

Senator Cooper. One other question ¢ 

Senator Morss. Go right ahead. 

Senator Coorer. Yesterday, in Mr. Stack’s testimony, he said that 
the provision relating to insurance would actually work a hards ship 
upon the beneficiary. He said that, under the present provision, it 
was possible for them to secure more than under the proposed bill. 
Is that correct? Do you recall that? 
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Mr. Bernstern. Roughly, yes. 

Mr. Finney. I would like to know what Mr. Stack said. I don’t 
understand how that could be. 

Senator Coorrr. I was interested in that statement. 

Mr. Finney. If that is true, I am inclined to think there is some 
error in draftsmanship of the bill. 

Senator Coorrr. I will have to come back to it later. I will have 
to find it. 

Senator Morse. Senator Cooper thinks we ought to proceed with 
Mr. Loomis. If he finds it, we will take it up again. 

Mr. Finney. I will be inthe room. Fine. 

Senator Morsr. I am pleased to call on Mr. Loomis. Will you 
take the chair, Mr. Loomis? 

Mr. Loomis was one of the counsels for the carriers in the 1941 
Emergency Board case who helped teach me whatever I know about 
the railroad industry, and I am very happy to welcome him to this 
committee hearing this morning. 


STATEMENT OF D. P. LOOMIS, CHAIRMAN, ASSOCIATION OF 
WESTERN RAILWAYS, CHICAGO, ILL. 


Mr. Loomis. My name is Daniel P. Loomis. I am chairman of 
the Association of Western Railways, with offices at Chicago, Ill. 

I am appearing in opposition to 8. 1313. Other witnesses will pre- 
sent evidence with respect to the cost of present railroad retirement 
and unemployment insurance taxes to the railroads and the additional 
cost of the proposed legislation, and I shall not attempt to deal in 
detail with those questions. 

There has also been presented to the committee the views of the 
railroads with respect to changes which should be made in the present 
provisions of the Railroad Unemployment Insurance Act and the rail- 
road position with respect to the proposed amendments to both the 
Retirement and Unemployment Insurance Acts. 

I would like to comment on one feature. 

One of the provisions of the present Unemployment Insurance Act 
which the railroads consider to be most unfair is contained in section 
4 (a-2), which in effect permits an employee to draw unemployment 
benefits when his unemployment is due to a stoppage of work because 
of a strike which was called without being in violation of the provi- 
sions of the Railway Labor Act or in violation of the established rules 
and practices of a bona fide labor organization of which he is a mem- 
ber. Since the unemployment-insurance fund is financed wholly from 
taxes paid by the railroads, the result of that provision is that the 
railroads are required to finance, at least in part, a strike on the part 
of their employees against themselves. 

This appears to the railroads to be a one-sided and wholly unfair 
provision. 

Senator Morsr. May I ask a question, Mr. Loomis? Do I under- 
stand that, if some local lodge engaged in some form of an illegal 
strike, that is, a strike beyond the provisions of the act, a quicky, they 
would expect to be covered ? 

Mr. Loomis. No; they would not be. It would have to be a legal 
strike, Senator. The wording of the act is peculiar, and that is why 
I used the term “without being in violation of the act or in violation 
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of the established rules and practices of a bona fide labor organi- 
zation.” 

Turning it around, if it is called in accordance with the provisions 
of the act, or is in accordance with the established rules and prac- 
tices of a bona fide labor organization, they would collect the unem- 
ployment benefits. 

Under a legal strike, they would. Under an illegal strike, they 
would not. . 

The Railway Labor Act provides for negotiation, mediation, arbi- 
tration, and, under section 10 of the act, for the appointment of Pres- 
idential emergency boards. 

Consider, for example, a case which has happened many times, 
where it is not settled in negotiation or mediation; the carriers agree 
to arbitrate, but the labor organizations decline. 

An emergency board is appointed which makes its recommenda- 
tion to the President for settlement. The railroads agree to accept 
the recommendation and the labor organization calls a strike. How 
‘ can it be consistently argued that such a strike should be financed out 
of funds supported entirely by the money of the railroads? Certainly, 
the Congress should give due consideration to such an unfair statutory 
provision. 

Senator Morsr. May I pause on that for just a moment, Mr. 
Loomis? I think the statement you just made sets forth a clear prima 
facie case on this matter. So, 1 now instruct counsel of the subcom- 
mittee to communicate with the spokesman for the Brotherhoods and 
ask them to submit a statement for inclusion in this record in sup- 
port of their position on the issue which you have drawn. On the 
basis of the fact situation that you have set forth, they should present 
clear proof that would justify their members receiving unemploy- 
ment compensation during a strike. 

I would like to have that issue drawn in the record at once. 

Mr. Finney. Mr. Calhoun, who is our witness with respect to the 
unemployment provisions of the act, when he comes on will suggest 
a number of amendments, for example, with respect to the situation 
that Mr. Loomis has just mentioned, the fact that he collects bene- 
fits for an extended period when he has been fired for cause and other 
such similar matters. 

It would not be my suggestion, but I would like to offer this for 
your consideration, following Mr. Calhoun’s suggestions for amend- 
ment of the act, including strike benefits and such matters, we would 
like very much to have counsel for the standard labor railroad organ- 
izations to make whatever comment they think is required with re- 
spect to those various amendments. 

I realize that would be sometime in the future, because we’re not 
going to come on with Mr. Calhoun for a few days. 

But I think there are a good many suggestions that should be con- 
sidered in the same light as Mr. Loomis is talking about in Mr. Cal- 
houn’s suggestions. 

Senator Morse. Let me serve notice that we will give both sides 
opportunity for rebuttal. I shall certainly give you gentlemen an 
opportunity to make a final statement in rebuttal if you so desire at 
one session of the hearing, because this is the place to try this case 
in the first instance and not in the executive sessions of this subcom- 
mittee. 
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I think executive sessions of this subcommittee should be primarily 
devoted to analyzing the record that you gentlemen make on both 
sides of the bill. I want to give both sides an opportunity to prove 
its case. We won’t do it for either side. You have to do it yourself. 
My final vote will be on the basis of the record the parties make. I 
want that understood as far as the chairman is concerned. I am 
trying this case as 1 would try an arbitration case. I will reach my 
decision on the records that the parties made. It is up to the parties 
to prove their case and I assure you, Mr. Finney, that I am going to 
give the Brotherhoods an opportunity to rebut. 

If they don’t take advantage of that opportunity, the record will 
speak for itself. The carriers will have the same opportunity. 

The reason that I made this specific request, on this particular 
point, is that it seems to me on the face of it the fact situation that 
Mr. Loomis presents a serious question arises as to whether the rail- 
roads, who make the payments to the unemployment insurance fund, 
should pay what amounts to picket-line fees. 

Mr. Finney. We have for a good many years. 

Senator Morsr. You pay for the pickets. That is a little novel in 
my labor experience. There may be some facts here that the Brother- 
hoods can come in and show that both Mr. Loomis and I are off on 
a wrong premise. 

But it is up to them to show it. I want that memorandum pre- 
pared by the Brotherhoods and they can introduce that in writing 
into the record at an early date and they can cover it again when 
they testify in rebuttal. My order will stand unless my colleague 
objects. 

Senator Coorrr. I am in favor of that. I approve your position. 

Senator Morse. In my judgment, gentlemen, this isn’t an ordinary 
Senate hearing on a bill. The Senate is involved in this matter, as 
has been previously indicated in this record, on the basis of the action 
that it took last year. In my opening statement when we started 
these hearings, I spoke about that pledge and I chose that language 
deliberately. I feel that the Senate has a moral commitment, to the 
parties to this controversy so to speak, as well as to the public. This 
kind of legislation ought to be legislation in which the Senate forms 
its opinion based upon the preponderance of evidence put into the 
— 

I don’t think we have any right to write legislation in this case 
that cannot be documented to the record. Although we have a public 
responsibility, this is a very novel situation. We are dealing here 
really with private funds. The best you can say is that there is 
simply a quasi- public obligation with respect to ‘those funds. 

I don’t intend to sit on this committee and vote the expenditure of 
private funds unless the. Federal Government is willing to supplement 
those private funds out of the Treasury, unless it can be shown on 
the record and by the evidence that the two parties having interests 
in those funds can justifiably have imposed upon them the expendi- 
ture provided by the bill. 

This is not a case where we are dealing with public funds, except 
in terms of the Federal Government’s trusteeship obligations. 

It is quite a different thing than when you are dealing with Treas- 
ury funds for which the public has complete responsibility. 
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And I think both parties to this case ought to know that as far as 
the chairman is concerned, at least, I am approaching it from that 
standpoint. 

Speaking hypothetically, my attitude would be quite different if I 
sat here as a United States Senator dealing only with Treasury funds. 

But here we have private interests of the carriers and the workers 
who are both contributors to this fund and in my judgment have the 
paramount interests unless the Congress wants to supplement their 
contributions with public funds in the interest of the public to make 
up what we might very well think would be desirable if the money 
were available. 

The testimony of Mr. Schoene yesterday, and that of Mr. Finney 
and Mr. Loomis today, really draw the issues in this case. 

A primary problem is financing. The burden of proof, may I say 
to the Brotherhoods, is clearly upon the Brotherhoods to show in 
terms of this bill that the financing can be worked out in a manner 
that will be fair and reasonable to the carriers, keeping in mind that 
of course in the background there is a general public interest. 

I wanted to say that Senator Cooper, because I have thought 
about this bill a good deal and I think it ought to be made clear to 
the parties that as far as I am concerned, I will make the same ap- 
proach to this bill that I would make in a private arbitration. 

In private arbitration I have had many cases in which some of the 
same principles were involved. I have never had a case obviously 
that had the proportions to it that this case has. But the principles 
are not any different and assuming the Government were out of it 
and you came to me as a private arbitrator and said we will submit 
the whole thing to you for private arbitration, my judgment would 
be based upon the record that you made and it is up to both sides 
now as far as the chairman is concerned to go ahead and make the 
record. 

Go ahead, Mr. Loomis. 

Mr. Loomis. I also serve as chairman of the Western Carriers’ Con- 
ference Committee which represents the western railroads in deal- 
ing with the railway labor organizations in concerted movements 
affecting wages, rules, and working conditions. 

Since last November 1, the American railroads have signed a series 
of agreements with railway labor organizations representing more 
than 80 percent of the railway employees which will result in in- 
creased costs to the railroads of 1214 cents per hour effective Novem- 
ber 1, 1956, an additional 7 cents per hour effective November 1, 1958. 

These agreements also contain an escalator provision related to the 
United States Bureau of Labor Statistics Consumer Price Index 
which provides for adjustments in accordance with the fluctuation 
of that Index every 6 months during the period of the agreement 
which runs until November 1, 1959, and thereafter unless changed by 
suhsequent agreement. | 

Under the last published monthly figure for the Consumer Price 
Index the railroads will encounter an additional cost of 2 cents per 
hour May 1 of this year. 

The floor under the agreements is the basic increases therein pro- 
vided that in the 2614 cents; in other words, wages cannot be reduced 
below the figure obtaining on October 31, 1956, plus the stipulated 
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wage increases which I have referred to, but they can be adjusted 
above that figure in accordance with fluctuations in the Consumer 
Price Index. 

The minimum cost of these settlement agreements applied to all 
class I railroad employees, based on 1955 employment, will be an 
annual increase in round figures of $674,500,000. 

The additional 2-cent adjustment which now appears likely to come 
into force on May 1, 1957, will add approximately $50 million to 
this figure. 

The pattern settlement is a very expensive proposition for the rail- 
roads to undertake but it was worked out with the thought in mind 
that both the railroad companies and the railroad employees would 
have a period of stability at least until November 1, 1959, during 
which the railroads could actually figure what their costs would be, 
could plan ahead with respect to their operating expenses and capital 
expenditures for needed additions and alitenmaden and the railroad 
employees would likewise have a period of stability wherein they 
would have fixed wage increases and also have protection against 
increases in the cost of living. 

The first agreement was executed on November 1, 1956, with the 11 
organizations representing nonoperating employ ees. 

The next agreement was with the Brotherhood of Locomotive 
Firemen and E nginemen on November 20, 1956, and only last Friday, 
March 8, a similar agreement was signed with the Switchmen’s Union 
of North America. 

A Presidential Emergency Board has completed hearings in the 
‘ase involving the Brotherhood of Railroad Trainmen and is due to 
file its report with the President on Monday, March 18. 

Similar agreements have been signed with many other organiza- 
tions representing smaller numbers ‘of employees, so that better than 
80 percent of the railroad employees are already covered by the pat- 
tern settlement. 

The proposed legislation, would add further very substantial bur- 
den to operating costs of the railroads; would impair their ability to 
meet, competitive conditions; would affect adversely necessary addi- 
tions, betterments and improvements in methods; and would disrupt 
the whole pattern of fixing railroad labor costs over the next 3 years 
that was envisaged when the settlement agreements were first adopted. 

I cannot state too strongly that in making these agreements the 

‘ailroads assumed every dollar of additional cost that they thought 
they could bear over this period and that we thought we had fixed our 
labor costs over such period dependent only on fluctuation in the cost 
of living. 

Of course, we did understand that we had to deal with some sort of 
proposition which would cover the amendments to the Railroad 
Retirement Act made last year providing for increases in benefits, 
but we did not anticipate any such increase in costs as is contained in 
the proposed legislation now before this committee. 

In making these agreements I think it is fair to say that we 
assumed that business would remain sufficiently good during the 
period of the agreements to enable us to meet the very heavy impact 
of the increases in wages, but we thought that a period of stability 
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in railroad costs and an opportunity to plan and fix rates accord- 
ingly was worth taking that chance. 

I cannot put it too strongly that in making these agreements we 
thought we were taking the risk of paying out in labor costs then 
every dollar that the railroads could possibly afford and we simply 
cannot stand a further increase over and above the amount necessary 
to pay the costs of the benefits enacted by the Congress last year 
and made effective July 1, 1956. 

Therefore and also for reasons stated by other witnesses in their 
presentation we respectfully urge that the committee confine its 
consideration of S. 1313 to providing funds only to cover the addi- 
tional benefits under the Railroad Retirement Act enacted by the 
Congress in 1956. 

I would also urge that the committee give very careful considera- 
tion to the proposals which will be discussed by Mr. Calhoun with 
respect to amendments to the Railroad Unemployment Insurance 
Act. 

I would like to make some further comment, Mr. Chairman, with 
respect to testimony given here. On Tuesday, the chairman referred 
to certain statements contained in the written statement submitted by 
Mr. Oliver. 

The chairman apparently thought there was an implication that the 
railroads could profit in some way by hiring new employees instead of 
hiring older employees furloughed at some other point. 

That isn’t the fact and I do not think Mr. Oliver intended to create 
that impression. Under practically all labor contracts in the rail- 
road industry, the rates are fixed for the job and the employee filling 
the job receives that rate whether he has 6 months’ service or 20 years’ 
service. A machinist for example receives the machinist rate whether 
he has 1 year’s seniority or 30 years’ seniority. 

There is therefore no monetary incentive for a railroad to hire a 
new man. It is true that there are problems in connection with plac- 
ing employees, one is seniority, the railroad industry under its labor 
contracts generally operates on a strict seniority basis. Seniority is 
generally confined to a point or district. If an employee is furloughed 
at a point A or district A, he would have no rights at point B and if 
he took a job at point B he would start as a new employee at the bottom 
of the seniority list. 

Even though he might have had 15 years’ service at point A, he 
would be junior to a man with 3 months’ service at point B. The 
railroad unions have been very reluctant to change the contract pro- 
visions or to give such an employee any credit for his prior seniority 
at another point even on the same railroad and even when an entire 
shop, roundhouse or other facility is being closed. 

I would like to refer to two examples. The Pullman Co., about 2 
years ago fund it necessary to close its principal shop at Atlanta, Ga., 
because of change of operation and falling off of the work. 

They had five other ibave around the country. They were perfectly 
willing, the Pullman Co. was, to take in the men from Atlanta, to give 
them credit for their seniority, to dovetail in with the seniority of men 
already employed in the other shops so that they would receive some 
credit for the seniority they had at Atlanta, but the labor unions 
would not go along with any such plan. 
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So that if a man from the Atlanta shop went to another Pullman 
shop, he started as a new employee with new seniority. 

Another example, a few years ago we presented to one of the labor 
organizations that were in the maintenance of equipment department, 
we » proposed that we give journeymen mechanics a seniority date as a 
helper, so for example, if a man was displaced as a mechanic he could 
exercise employment rights as a helper. 

1 think the particular organization wanted to adopt the proposal 
but because of the views of affiliated organizations they rejected it. 
As a result the mechanics did not get flow-back rights to work as a 
helper if displaced as a mechanic. 

To take one more example in the very agreement to which I refer 
as a provision for upgrading helpers to mechanic s, when a so-called 
4-year journeyman is not available, but when the helper is upgraded 
to a mechanic and has worked 4 years as a journeyman, which is the 
usual apprentice requirement for journeymen, then he has to make his 
choice whether to give up his helper’s seniority and take the mechan- 
ic’s seniority as of that time or whether to retain his helper’s seniority 
and have no seniority status as a mechanic. 

He cannot retain, as is done in train and engine service, the flow- 
back right to work as a helper if the mechanic’s force should be de- 
creased. 

The same situation applies when an employee is furloughed on rail- 
road A and takes a job on railroad B. 

He has to start as a new employee. If a change involving moving 
one’s place of residence, the furloughed man may not wish to move. 

He may not wish to cross craft lines. A man furloughed at San 
Francisco on the Southern Pacific could not be used or required to 
fill a job on the New York Central at New York City unless he wants 
to move to New York and it would involve all the complications of 
notice, moving and so on. 

The man also in a case of that sort where he would have to start as 
a new employee on the New York Central with no seniority might 
very well hesitate to pull up stakes and move and might here very 
easily prefer as I know that many do, to take the unemployment i in- 
surance in the hope that business will pick up and he will be recalled 
to service on his own railroad. 

Seasonal variations have their effect. Ore from Minnesota for ex- 
ample generally moves only in the summer, not in the winter months. 

The bulk of track work in the North has to be done in the summer 
months because it can’t be done in the snow and ice of the winter 
season. 

It has been true that some railroads in hiring any new employees 
may have had age standards, but many of these have been relaxed. 
Certainly it has been true in my experience in recent times and par- 
ticularly over the past year that the Railroad Retirement Board and 
the railroads have been making very serious efforts to handle the 
problem of displaced employees by transfer. I do want the committee 
to understand some of the problems that are encountered in those 
efforts and particularly to understand that there is no incentive to a 
railroad to hire a new employee in preference to a displaced employee 
and no basis in fact for any implication in that respect. 

I would also ask that the committee keep in mind that every 
instance of increase in labor cost to the railroad, whether it be in 
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the form of an increase in wage rates, health and welfare benefits, or 
payroll taxes, forces the railroad to economize and consequently 
adversely affects employment opportunities. 

The industry simply does not have the money. 

Senator Morse. I am very glad you have testified on this place- 
ment matter because when I cited those two cases from Mr. Oliver's 
statement, I did assume for the moment that the language justified 
the inference that there also was some benefit to the carriers by taking 
a new employee instead of employing a senior displaced employee. 

Mr. Loomis. No; there is none whatever. I had a personal experi- 
ence just a few days ago by reason of changes on the Chicago & 
Northwestern Railroad, a certain number of electricians were dis 
placed. I happened to mention it to the president of the Milwaukee 
road. 

He said to get word to them that he would take any electricians 
they had available. He didn’t care how old they were. He could 
use them either at Chicago or Milwaukee right now. 

Senator Morse. Any questions, Senator Cooper ? 

Senator Coorer. I wish to comment on that. I heard all of Mr. 
Oliver’s testimony and I questioned him at length during the testi- 
mony to test, if I could, his statement. It is true that he presented a 
great deal of statistical evidence, the purpose of which was to show 
that the cost of unemployment benefits could be largely ascribed to 
the railroads because, as he said, they were continu: ally separating old 
experienced workers and then employing new workers. 

I think he did bring out that the problem was one as he said between 

railroad systems. But I think now that you state that the problem 
is also an internal problem of a particular railway system- 

Mr. Loomis. Both, Senator. ’ 

Senator Coorrr. It is true that you have divisions and areas in a 
railroad system ? 

Mr. Loomis. Yes. 

Senator Cooper. It is because of the union practices themselves? 
Union practices will not permit 4 

Mr. Loomis. Seniority rules are certainly a difficulty in making 
adjustments and in fitting a displaced employee in somewhere else. 

Senator Cooper. I think there is a point of conflict here. I would 
say the burden of the testimony of Mr. Oliver was to lay the onus 
at the feet of the railroad, that they were employing new workers 
when they could employ old workers. I understand that you are 
saying that in a specific railway system, because of this division of 
area and agreements with the railway unions, you place the burden 
on the railway unions. 

Mr. Loomts. In part, certainly. 

Senator Coorrr. This is generalization, but within a railroad sys- 
tem, say the Southern Railway, the Norfolk & Western, the Pennsyl- 

rania, would you say that the railw ays themselves do have possibili- 
ties to reduce the unemployment insurance burden by reemploying 
experienced railway workers in their own system that have been 
separated ? 

Mr. Loomis. They do to a certain extent, Senator, if the man is 
willing to move. It is entirely within his control whether he wants to 
move or not. 
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Senator Cooper. There is one factor 

Mr. Loomis. Certainly through the past year, I think the Retire- 
ment Board has exerted more effort in the past 2 years on this prob- 
lem, but I have seen personal instructions that railroad after railroad 
has put out to its superintendent and to its officers that where there are 
any jobs available first canvass their own railroad to see whether there 
are any displaced employees that will fill those jobs and, secondly, to 
contact the Retirement Board offices and see what can be picked up 
there to fill those jobs and to give preference to railroad employees. 

Senator Cooper. He made the point, as you have just made, in the 
last year that more older workers had been rehired. That would seem 
to give some support to his position that prior to that time the rail- 
roads might not have made the effort they could to rehire older and 
experienced employees. 

Mr. Loomis. I could not say definitely as to that because I have 
never gotten into that, but I have been in the problem the past 2 years 
and I know that certainly during those 2 years there has been con- 
siderable effort made. 

Senator Cooper. Thank you. 

Senator Morse. Any questions, Mr. Bernstein ? 

Mr. Bernstern. No questions. 

Senator Morse. Thank you very much, Mr. Loomis. 

Now, Mr. Rice. We are happy to have Mr. Rice, president of the 
Richmond, Fredericksburg & Potomac Railroad of Richmond, Va., 
with us. 

Mr. Rice. 





STATEMENT OF W. THOMAS RICE, PRESIDENT, RICHMOND, FRED- 
ERICKSBURG & POTOMAC RAILROAD, RICHMOND, VA. 


Mr. Rice. Mr. Chairman and gentlemen of the committee, my name 
is W. Thomas Rice. I am president of the R. F. & P., which is the 
connecting line between Washington and Richmond, connecting with 
the Pennsylvania, the B. & O. on the north and the Atlantic Coast- 
line and the Seaboard on the south. I have been in here and heard 
some of these discussions on 8S. 1313 and I have availed myself of the 
privilege of addressing the committee after hearing some of the testi- 
mony presented on S. 1313 as I feel there are many items involved that 
will work against the interest of the railroads, its employees, and the 
general public. 

I think there are some amendments perhaps needed to the Rail- 
way Unemployment Act but I am baffled at some of the proposed 
amendments which would further tend to confuse this situation. 

I certainly do not believe that it would be in the interest of the 
employers in certain instances and I am sure not in the interest of 
the railroads themselves. 

As I understand some of the provisions, we would increase the 
daily benefit for a furloughed or otherwise not working employee to 
60 percent of his average daily wage. Our basic rate for our more 
or less basic labor along our line of road is $1.76 an hour. If he 
gets 60 percent of that, he will receive over $8 a day, and in many of 
those rural counties the basic rate for other industries, such as agri- 
culture and timber, does not exceed or does not reach what he would 
make under this so-called unemployment benefit. 
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Gentlemen, it seems to me that we are putting a premium on not 
working and I feel that that is not only against the interest of the 
employee but of everybody concerned when people adopt the policy 
that the world owes them a living and they don’t have to work and 
I feel here very strongly that that is wrong. 

The purpose of the act as I understand it was to provide a willing 
employee with certain moneys when he couldn’t obtain work due to 
no fault of his own. 

As I understand the situation today, as you have heard this morn- 
ing, a man could well perform service in such an undesirable manner 
that it would be necessary to separate him from the service of the 
company and he then can draw his benefis for an extended length of 
time which I understand approaches 414 or 5 years, if he has sizable 
and sufficient service. That to my mind is not in keeping with the 
American way. 

I also understand and you had it said this morning that these em- 
ployees in using their economic pressure which as I understand it is 
some sophisticated language for a strike can be paid unemployment 
benefits if it is an authorized strike, wholly paid for by the company 
against whom they are striking. 

I also understand that if a man quits his job, walks off the job, 
decides he doesn’t like the railroad any longer, that after a certain 
delay, he can begin drawing benefits. 

I think when we take away the incentive to work as would apply 
in many of the rural counties on our railroad due to a man losing 
money by working, we have done a very serious thing. 

I imagine that that same situation would prevail in just about every 
rural county between the Potomac River and the Gulf of Mexico, 
because the wage of $1 an hour certainly seems to prevail along our 
railroad and some distance south of it. 

I am told by our people that some of these gentlemen in drawing 
unemployment benefits can draw unemployment benefits when they 
are working as an automobile salesman on the days when they don’t 
make a sale, on the days when they do make a sale of course they 
don’t qualify. 

We know of one instance, I am told by our people where a lad 
is selling cemtery lots and on the days he sells a lot, he is not avail- 
able for a benefit, but on the days when he doesn’t he can sign up 
and secure it. 

I mention those, gentlemen, simply as little examples of some of the 
inequities that in my opinion exist. 

I understand that there are going to be certain recommendations 
made to you gentlemen concerning rectifying some of these thoughts 
I have advocated here. But I might say that we are also told of a 
case where an employee of the railroad was involved in some type of 
larceny nad he was jailed for a period of 30 days, after which his 
services were terminated and there again you have a man that can 
draw unemployment wholly paid for by the railroad company at a 
rate that in the rural counties would be higher than he could make in 
some other jobs. 

But to pass on to our own railroad, as I told you, we operate be- 
tween here and Richmond and our accounting people tell me that 
these proposals in S. 1313, if they were in effect in 1957 would in- 
crease our payroll tax bill over what it was in 1956 approximately 
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3 percent. I might also say that it would be the equivalent to just 
under 2 percent of our total operating revenues. 

In closing, there are several little items that I do want to bring to 
your attention. Every time the cost of railway operation increases, 
there is only one place we can go, gentlemen, to get it back and that 
is to the Interstate C ommerce Commission and request increased rates 
for our transportation serv ice. 

We had to go to them in the latter days of 1955 as a result of the 
increased costs of operation and rates were increased as you gentle- 
men know in March of 1956. We had to go right back again in the 
waning weeks of 1956 and rates were increased in December of 1956. 

Now we all know that when we increase our price, we are opposed 
by some of our customers and this increase in cost that would be 
brought about by S. 1313 is going to react in what the public will 
eventually have to pay for railroad service if we are going to con- 
tinue as a private-enterprise system. And I will tell you of a con- 
versation I had with the president of a large power company last 
Monday when he told me that they are giving considerable study to 
locating their powerplants at the mouth of the mines because of what 
has happened to freight rates. 

They think perhaps they can transmit it more cheaply by power- 
lines, than they can haul the coal. Every time something of that 
kind hi ippens, the first person to suffer is the employee himself. Be- 
cause unless the railroads have the business they cannot employ these 
people. 

For those reasons I sincerely hope that you will consider the un- 
favorable features of this bill and not report it. I thank you for the 
opportunity of telling you what I think of it. 

Senator Morsr. Very glad to have your testimony. Any questions? 

Senator Coorrr. No questions. 

Mr. Bernsrern. No questions. 

Senator Morse. Thank you very much. 

Mr. Finney, who is your next witness ? 

Mr. Finney. Off the record. 

( Discussion off the record. ) 

Mr. Frxney. We will go forward with Mr. Calhoun. 

Senator Morse. All right, Mr. Calhoun ? 


FURTHER STATEMENT OF LEONARD CALHOUN, CONSULTANT, 
ASSOCIATION OF AMERICAN RAILROADS 


Mr. Catuoun. My name is Leonard Calhoun. I am a member of 
the law firm of Harter, Calhoun, Lishman & Williams. I am appear- 
ing on behalf of the Association of American Railroads with respect 
to amendments to the railroad unemployment insurance law proposed 
by the Railway Labor Executive Association and amendments pro- 
posed by the Association of American Railroads. 

By way of technical background, I might state that from 1935 until 
1943 when I went into the Navy I also was Assistant General Counsel 
of the Social Security Board and its successor, the Federal Security 
Agency. In 1946 I headed the special social security technical staff 
of the Ways and Means Committee which was established to make a 
comprehensive study and report on unemployment insurance, old age 
and survivors insurance and public assistance. 
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Basic changes based on that 1946 study—such as virtually universal 
social-security coverage and immediate full benefits rather than grad- 
ually i aamoeng benefit levels have been adopted, and steps have been 
taken in meeting the problems of individuals with coverage under 
social security and railroad retirement. 

Over the last two decades profound changes have occurred in the 
railroad unemployment system. In 1938 it was stated by the spokes- 
man for the Railway Labor Executive Association at hearings on 
legislation establishing the system that— 
the maximum for higher paid workers is the same as that in 36 of the States. 
The amount allowed for workers in the average pay class is substantially the 
same * * * 

But today the practical minimum railroad benefit that is paid the 
person with wages of $1.70 per hour, the present railroad minimum 
wage. 

Under the half-pay provision this minimum benefit is higher than 
the maximum benefits of 31 States, and the labor executives’ bill pro- 
poses that it be further increased by $6.80 per week. 

There have been recurrent increases both in the railroad unem- 
ployment and sickness benefit levels and in total benefits payable to a 
beneficiary. 

Under the 1938 law the maximum total of benefits a person with 
$1,300 in base year wages could receive was $240. Today it is $1,105 
for unemployment and $1,105 for sickness. 

The railway labor executives’ bill, S. 1313, would increase this to 
$1,300 for each unemployment. or sickness. In addition, under this 
bill, certain long-service employees would be paid benefits up to 
$2, 652 per year for several years. 

Sickness and maternity benefits have been added, financed wholly 
at the employer’s expense. These two benefits under the railway 
labor executives bill, would be sharply increased. 

For many months the Association of American Railroads has been 
studying the three benefit programs under the Railroad Unemploy- 
ment Act. Based on its study it now proposes several amendments 
to that act. The amendments, reflected in the association’s bill, are 
designed to remove several inequities from existing law, safeguard 
the system’s funds by limiting its beneficiaries to persons genuinely 
attached to the railroad labor market, base benefits on paye check loss 
rather than on gross pay before taxes, and eliminate maternity 
benefits. 

The association has requested me as its spokesman to discuss these 
amendments and the amendments proposed by the Railway Labor 
Executives Association. I shall discuss these amendments proposed 
by each association in terms of their practical results as applied to 
broad situations, and their conformity to the conception that an 
unemployment system’s purpose is to provide a floor of protection to 
persons normally engaged in employment covered by it, when they 
are involuntarily unemployed through no fault of their own; that 
this protection consists of benefits related to their normal earnings, 
to compensate them for a part of their wage loss, for limited per iods 
and in limited amounts. 

The first problem I shall discuss is recognized by amendments, i 
the draft bill, which is now being passed around and also in the 

railway executive’s bill. 
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As a result of the adoption of provisions in the original bill pre- 
sented by the railway labor executives committee and still in the law, 
many persons on becoming unemployed or sick after railroad work 
for a substantial period—perhaps for a year or longer—are ineligible 
for benefits. 

For example, a person who has been in railroad work since Decem- 
ber 1955 and becomes sick or unemployed today, can get no benefits 
before next July. Possible benefits next July are of course no help 
to him today. aie 

S. 1313, the Railway Labor Executive Association’s present bill, 
deals with this situation. Section 3 of this bill provides: 

For an employee who has five or more years of service, who did not volun- 
tarily leave work without good cause or voluntarily retire, who has fourteen 
or more consecutive days of unemployment, and who is not a qualified employee 
for the general benefit year current when such unemployment commences but 
is or becomes a qualified employee for the next succeeding benefit year, such 


succeeding benefit year shall, in his case, begin on the first day of the month 
in which such unemployment commences. 





This provision, however, is inadequate and inequitable as it would 
relieve only a selected portion of the people affected. 

Other people in the same situation with as much or more recent 
work would he left without remedy. Relief would be given only to 
persons who at some time in their lives have worked in 60 months 
for railroads, even though they may have been out of railroad service 
for many years, except for 2 or 3 months of recent railroad work. 

Relief would be denied persons with less than 60 months of railroad 
service, even though they have had more than a year of continuous 
railroad service just prior to becoming unemployed or sick. It is 
difficult to understand the relevancy between a person’s present un- 
employment rights and his months of service which may have oc- 
curred many years ago. 

Senator Morsr. That same fact situation would not be true under 
social security, would it ? 

Mr. Catnoun. Not under the ordinary state system. They have 
what is termed individual base years, as I will develop later on, so 
you measure back from the date you became unemployed for the 
first time in a good period, your qualifying period goes up to that 
date and the benefit period starts on that date. 

So you never find yourself handicapped by the flow of the calendar 
so to speak. 

Senator Morse. I shall wait for your further discussion of the mat- 
ter but maybe you can clear up my thinking on this immediately. 
As I listen to your reading this provision, the Railway Executive’s 
proposal is not as lenient, shall I say to the individual worker as 
would be the case if he were working in some industry and came 
under social security ? 

Mr. Catuoun. Correct, sir. 

The underlying cause of the situation I have outlined is that exist- 
ing law, for administrative convenience, pays benefits in the first 
half of a calendar year only to persons who had qualifying work in 
the second calendar year prior to such year. 

For example, persons are being paid benefits today only if they 
had qualifying work in calendar 1955. This unusual provision of law 
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was also in the original unemployment insurance bill drawn by the 
railway labor exec utives committee. 

Another similar inequity arising from the provision is that a per- 
son may have had earnings ample to qualify, except that January 1 
happens to occur during the period worked. As the qualifying per 10d 
is a calendar year, he must qualify before the end of the year. The 
Railway Labor Executives’ bill offers no remedy for this situation. 

In contrast, the Railroad Association’s proposal would remedy the 
underlying cause of both the situations I have described. Technically, 
section 1 of their bill amends sections 1 (m) and 1 (n) of the unem- 
ployment law which now defines the base or qualifying period as a 
calendar year and the benefit year as the fiscal year which follows it 
after a 6-month-lag period. Those present definitions have created 
both the situations I have described. 

The Railroad Association’s amendments would eliminate the 6- 
month-lag period and would make the qualifying year the 12 com- 

leted months ending when the persons applies for benefits and the 
ae year the 365 days following this application. 

Thus each person’s qualifying or base year would end and would 
begin at the time he first becomes sick or unemployed. 

Manifestly, this correction of the cause of the trouble is preferable 
to the Railway Labor Executives’ bill which merely rescues a select 
part of the victims. 

This proposed change to what are usually called individual benefit 
years and base years w vould require special individual wage reporting 
by the railroads and consequently would result in adding to their 
work and expense. 

But as everyone familiar with unemployment systems knows this 
kind of basic change is necessary to avoid both the inequities I have 
described and several other serious anomalies such as entitlement to 
benefits after long separation from railroad work which I shall noi 
discuss in view of the limited time. 

The second problem I should like to discuss requires appropri- 
ately amending the definition of “qualified individual” in section 3 of 
the law. 

It, like the “base year” and “benefit year” definitions just discussed, 
needs a radical revision. Both the Railway ie Executives’ bill and 
the Railroad Association’s bill propose revisions. But again when 
applied to the problem only the latter’s proposal would appear to be 
adequate. 

The underlying situation is that with easy eligibility and at- 
tractively higher benefits, the railroad system curre mntly pays benefits 
to persons who are not in the railroad labor market and typically 
should look to their State unemployment system. 

Practically everyone who works in commerce and industry is now 
covered by some unemployment insurance system. As relatively few 
individuals have prolonged involuntary unemployment, those with 
relatively short recent coverage under the railroad system almost 
certainly have considerable recent coverage and benefit eligibility 
under some other system. 

Thus the question is not one of being liberal, instead it is that of 
selecting an effective requirement for the railroad system so as to 
preserve its fund from being used to pay unwarranted benefits to 
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persons who, if in the labor market at all, are in the part covered by 
some other system. 

State systems by a uniform definition for localizing unemployment 
rights have largely solved the problem of individuals qualifying for 
unemployment benefits under two State systems. 

As stated on page 8 of the United States Department of Labor’s 


book Comparison of State Unemployment Compensation Laws as of 
December 1955: 


With 52 jurisdictions operating separate unemployment insurance laws, it is 
essential to have a basis of coverage which will keep individuals who work in 
more than 1 State from falling down between 2 or more State laws. * * * This 
definition provides for coverage of the services of a multistate worker in one 


State only. 

But the railroad system has no comparable arrangement and must 
rely on its own qualifying requirements alone to avoid being drawn 
on by claimants who have spent more recent time working in employ- 
ment covered by State systems than they have spent in railroad work. 

That this is not a minor problem is evident from the fact that for 
1952 and 1953 over 23 percent of persons who worked for the railroads 
in either year worked less than 6 months, and that for 1954 and 1955 
nearly 20 percent had such casual railroad work. 

This is not an indication of unemployment but rather of nae 
jobs. For example, in 1943, 1944, and 1945, when unemployment wa 
at an all-time low, total railroad workers in a year exceeded the 
average number by from 114 million to 114 million. 

In the year ending last Fune 50,000 persons who could not realisti- 
cally be called railroad employees were paid on an average of $400, 
and a total of $20 million in railroad unemployment and sickness 
benefits. Nearly 8,000 persons drew as much in benefits as their total 
qualifying wages. 

i! might. say it was quite small. 

None had worked for railroads as much as a third of the qualifying 
year. Over 6,000 worked for railroads less than 40 full working days, 
according to my calculations and nearly 15,000 less than 60 days in 
the entire year. 

Doubtless the great mass of these people worked in nonrailroad 
jobs, covered under other unemployment benefits systems, more than 
they worked in employment under the railroad system. 

When unemployed, they should have drawn their unemployment 
benefits from these systems. But eligibility requirements under the 
railroad system are inexcusably lax, and its benefits are high. 

So they chose the railroad industry to pay for their benefits. 

Senator Morsr. I wish Senator Cooper would raise the point he 
and I just discussed in connection with this comment about section 2. 

Senator Cooper. You say there should be a solid period of employ- 
ment, say, one-third of a year as a requirement ? 

Mr. Catuowun. No, sir. The 87 days do not have to be continuous. 

Senator Coorrr. I meant solid in terms of attachment. Not con- 
tinuous. 

Mr. Catnoun. Yes. 

Senator Coorrr. Then you would add the additional requirement 
in the last 2 months, in the 2 months in the last half of the qualifying 
year there should be additional employment. 
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Mr. Catyoun. That would be of principal importance if you stay 
by the present fixed calendar year. 

It would be of really minor importance if you had what they call 
the individual base year, because normally a person does have most 
of his—as soon as he becomes unemployed he has his recent employ- 
ment or should have it with the railroad system. 

Senator Coorrr. You might have cases where you had over 87 days 
of employment in the 10 months, then according to this statement, you 
would still have to have some employment in the last 2 months; is 
that correct ? 

Mr. Catnowun. No, it is the 7 or 8 or some succeeding months, that 
is what it requires, it wouldn’t have to be the last 2 months in your 
benefit year. It would have to be 2 months there in the last half of 
your base year. For example, if your base year ended December 31, 
you would have had to have at least a part of a day’s work in June 
or July or some 2 months in the 6-month period before you claim 
benefits. 

Senator Coorer. The point I was trying to make, even though there 
is substantial employment, with this requirement of special and spe- 
cific time to work, if there wasn’t any work or the railroad deter- 
mined they didn’t want to reemploy them, then their rights to unem- 
ployment benefits would be removed. 

Mr. Catnoun. That is one of the important reasons, sir, for having 
the base year so arranged that we have it whenever a person becomes 
unemployed, it is the 12 months preceding that period so he won’t 
get caught in a situation where maybe he has had some work divided 
over two periods or has had recent work and still can’t qualify on 
that work. There are several different approaches in the requirement 
of duration of service. 

For example, the New York system requires 20 weeks of substan- 
tial employment. The approach of months of service would be some- 
what suitable for the required railroad service because months-of- 
service data is presently collected for the retirement benefits. 

They are based on years of service which in turn are groups of 
12 months of service. 

Senator Coorrr. I don’t want to labor the point. Perhaps you 
better come back to that when we have time to think about it. My 
thought was, as you read this, even if an employee had worked 87 
days or 300 days but had not worked in the last 2 months of the 
qualifying year, then he wouldn’t be eligible for withdrawal; is that 
correct ? 

Mr. Catnowun. No; he need not have worked within 4 months of 
the time he filed his benefit, but, if he becomes unemployed from a 
railroad job under this new bill, he could file a benefit immediately 
and that 2 months, the significance of that is really that if he wanders 
off somewhere else and takes another job and has 4 months to estab- 
lish himself in a base period under a State system which would nor- 
mally be what would happen if he didn’t claim benefits that that 
would be a long enough separation, to test his attachment to another 
market. 

Senator Cooper. I thought you said his qualifying year depended 
on the day he filed his application. 

Mr. CatHoun. His base year would end on that day and would 
go back for 12 months under this bill. 
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Senator Coorrer. Then you say here: 


Including some work in each of the 2 months in the last half of the qualifying 
year. 

Mr. Catuoun. That’s right. 

Senator Cooper. If he applied on January 1, 1957, would that 
mean he would have worked in November and December ¢ 

Mr. Catuoun. Oh, no, sir. It might be any 2 months in the 6- 
month period before he filed his claim. 

Senator Cooper. Any 2 months in that period. But he could have 
worked 180 days in the first half of the qualifying year and then if 
he didn’t work some time in the 2 months of the last 6 months, then 
he is not eligible. 

Mr. Catuoun. Accordingly, your committee is faced with a prac- 
tical problem of great importance to the railroad industry—that of 
so defining eligibility as to provide the railroads’ system’s benefits 
only to persons genuinely attached to railroad employment. 

The Railway Labor Executive’s bill recognizes but does little about 
this situation. It proposes merely an increase in qualifying compen- 
sation from the present $400 to $500. Even a $1.70 per hour minimum 
wage employee could still easily qualify by working only thirty-seven 
8-hour days. 

Section 2 of the Railroad Association’s bill has a more realistic and 
equitable provision and should serve more effectively to limit railroad 
work to persons primarily connected with the railroad industry rather 
than other employment. 

It would qualify only those persons with a third of a year of quali- 
fying work—87 days of work or its equivalent, including some work 
in each of 2 months in the last half of the qualifying ° year and in 
4 additional months some time in the year 

The theory of the bill is that canine’ attachment should exist 
for at least a third of the base period and at least some tenuous 
attachment in half the months of the period. 

Requiring periods of qualifying work is fairer than the present 
law which requires merely a flat amount of qualifying earnings. No 
flat qualifying amount regardless of size is equitable, as high- paid 
employees can earn any prescribed amount in a shorter period of 
work than can lower paid employees. 

This proposed requirement can hardly be termed harsh or drastic 
as persons really attached to the railroad system e: isily meet it. Now 
would a less realistic definition be justified in view of the actual 
situation. The present $400 requirement and the proposed $500 
requirement are not liberal to genuine railroad employees—instead, 
the liberality is to persons who could hardly be classed as railroad 
employees. 

Besides the problem of establishing appropriate prebenefit quali- 
fying railroad employment requirements, there is the problem of 
appropriate requirements of attachment to the railroad industry at 
the time benefits are applied for or are being received. 

In this connection we find in existing law certain inadequacies of 
provisions needed to limit benefits to persons currently attached to 
the railroad labor market, whose unemployment is due to their sick- 


ness or involuntary lack of work and results in their loss of railroad 
wages. 
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A basic requirement to test current attachments to the railroad 
industry is the registration for work and availability for work re- 
quirements. The individual, to receive unemployment benefits, must 
register regularly and must be available for work. 

Properly enforced, this serves to limit benefits to persons only tem- 
porarily absent from railroad employment and still be in the railroad 
industry’s labor market. 

This requirement of availability is entirely absent in the law gov- 
erning sickness benefits. As a result sickness benefits are now paid 
persons who demonstrably are attached to other work, to housekeep- 
ing, schoolwork, or have otherwise removed themselves from the rail- 
road labor market. 

While availability for work during the actual period of sickness 
is manifestly nonexistent, evidence of the individual’s availability 
just before he becomes sick can and should be required. 

The Railroad Association’s bill, sections 5 and 6, contain provisions 
which should serve to exclude persons who are not in the railroad 
labor market and are suffering no loss of railroad wages—in many 
cases suffering no wage loss at all—because of their illness. 

Section 6 defines a day of sickness to include only days the indi- 
vidual can show he would have been available for w ork except for his 
sickness. Any person who is in fact in the labor market can 
show that immediately prior to his sickness he was working, actively 
seeking work or at least registered for work. 

Section 5 adds a further 90-day test. It is primarily designed to 
exclude persons who became sick after they have become firmly 
established in nonrailroad jobs. The section recognizes that people 
previously in railroad work may be out on strike, or may be unem- 
ployed and registered for 1 ‘ailroad work, so these periods are excluded 
in computing the 90 days. 

With the adoption of the individual base and benefit years, every 
qualified individual is immediately eligible for benefits—unless he has 
gone into nonrailroad work. Failure to register for benefits in 90 
days thus seems to effectively negative any possibility of his being in 
the railroad labor market. 

The section also excludes from sickness benefits persons who are 
experiencing only the normal incidents of pregnancy in a maternity 
period, but provides that unrelated sickness may be compensated. 

I feel that provisions of the kind just described are appropriate, 
consistent with the theory of sickness benefits, and required to con- 
serve the system’s funds for benefits to persons within the system’s 
purpose. 

The United States Department of Labor publication Comparison of 
State Unemployment Insurance Laws as of December 1956 says of 
the four State sickness benefit systems : 

Under all the programs claimants must be unemployed because of disability 
and they may be declared inelegible if they withdrew from the labor market 
for reasons other than disability. 

As will next be discussed, there are other situations, generally 

called disqualification periods, when unemployment benefits are not 
payable as the individual has in effect taken himself out of the rail- 
road labor market and thus is not suffering an involuntary railroad 
wage loss. As this situation is in no way affected by virtue of his be- 
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coming sick during such a period, the disqualification period should 
apply to sickness benefits. Section 5 of the association’s bill so 
provides. 

An important situation where the individual has withdrawn for 
the time being from railroad work is recognized in all unemployment 
systems. 

Typical of all systems is the first part of the provision found in 
section 4 (2-2) ) (iil) of the Railroad Unemployment Insurance Law 
itself—disqualifying participants for the duration of a labor dispute. 
But the section also has an exception unique in unemployment com- 
pensation systems, practice ally nullifying the provision by limiting it 
to wildcat strikes. Section 5 of the Railroad Association bill would 
delete this unique nullifying clause. 

The person on strike is not unemployed due to lack of work and 
his wage loss is due to his voluntary action. The disqualification is 
not a penalty. Unemployment insurance is not intended to be a de- 
vice for paying strikers company-financed strike benefits, whether 
the strike is regularly or irregularly called. 

A further situation where the individual has voluntarily with- 
drawn for the time being at least, from railroad work is where he 
voluntarily quits. This is likewise recognized in section 4 (a-2) of 
the Railroad Act. But unique among systems is the failure of the 
Railroad Act to similarly exclude him from benefits if he terminates 
his work by such serious on-the-job misbehavior as to require his sus- 
pension or firing. 

It seems indefensible to deny to a person who has merely walked 
off the job but pay him if he socked the foreman and got himself 
fired. Section 5 of the Railroad Association’s bill gives this termi- 
nation the same treatment it gives a “voluntary quit.’ 

At the present time persons who walk off the job or fail to show 
up for work, or refuse suitable work when unemployed, have only 
a 50-day benefit suspension under existing law. Elapse of this period 
does not mean they are involuntarily unemployed through no fault of 
their own. 

Section 5 of the Association’s bill has a more realistic solution for 
these cases and misconduct cases—the individual gets back into pro- 
tection of the system when and if he returns to railroad work and 
works in 4 weeks. 

A provision along this line would seem necessary if benefits of the 
system are to be conserved for persons out of work through no fault 
of their own. An individual who evidences his disinclination to work 
in railroad employment can, of course, change his mind, but I know 
of no reliable test of his change of mind except by his retarn to rail- 
road work and engaging in such work for at least a reasonable mini- 
mum period. 

The next matter I shall only briefly mention as it is a proposal 
omitted from the Association’s bill for technical reasons. That pro- 
posal is to make sickness benefits a system equally financed by the 
railroads and railroad employees from earmarked payroll taxes. 

May I point out that when American unemployment-insurance 
systems were established, it was generally thought that these would 
be generally financed jointly by employ ers and employees, and several 
States originally did so. But the Federal forcing tax was imposed 
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only on employers and the theory grew up that due to the employer’s 
position to regularize employment at least to a substantial degree, he 
should pay the cost of unemployment insurance. 

However, radically different considerations apply to sickness bene- 
fits. The employer is already held liable for disabilities attributable 
to him. elena is essentially a personal, non-job-connected phe- 
nomena that everyone is subject to. 

Sickness benefits were first adopted in Rhode Island. It was one 
of the few States with employee contributions toward unemploy- 
ment compensation and these contributions were shifted to, and 
afford the sole financing of, the Rhode Island cash sickness benefits. 

California and New Jersey, each of whom had employee contribu- 
tions, likewise established sickness benefits largely financed by such 
contributions. 

New York also has adopted sickness benefits. These, too, are very 
substantially financed by employees covered. 

The railroad system is the sole system which is financed wholly 
by employers. I ‘know of no tenable theory justifying this situation. 

With employee participation in the costs, the system should be 
much better protected against chiseling. I cannot but believe that 
employee opinion would be adverse to claimant practices which would 
waste employee-contributed funds and threaten to increase employee- 
contribution rates. 

It is possible that employees as well as the railroads would en- 
thusiastically support the next proposal I shall mention—terminating 
maternity benefits—if employee contributions were levied to finance 
these benefits. 

There would, of course, be a better argument for maternity bene- 
fits with employee financing, like Rhode Island where employees pay 
the entire bill, than there is under the railroad system where the cost 
is borne wholly by the railroads. 

Even the Rhode Island system limits pregnancy benefits to 12 
weeks except in cases of unsual complication as a result of child- 
birth, and, in all cases, duration is limited also by the women’s 
potential benefit duration in terms of base-period wages. 

The other three State programs rule out pregnancy. As stated in 
the United States department publication I have previously referred 
to: 

New Jersey does not pay for any period of disability due to pregnancy, mis- 
carriage, or abortion. California provides payments only for disability which 
lasts more than 28 days after termination of pregnancy, and New York only for 
disability which occurs after a woman has worked in covered employment for 
at least 2 consecutive weeks following the termination of pregnancy. 

I shall not raise the question as to whether pregnancy, like sickness, 
is the occasion of an involuntary wage loss which should be financed 
by payroll taxes imposed on employers. Instead I shall only observe 
that the social need for such a system has not been indicated by any 
widespread adoption of such programs in the United States, nor does 
there appear to be any substantial pressure for doing so. 

I know of no significance in railroad employment which should 
single out the small percent of its employees who are of childbearing 
age » and sex as requiring these special benefits, 
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It can hardly be their pay rates in view of the railroad pay scales. 
If anything, these rates should serve as a basis of reducing rather 
than emphasizing any need for maternity benefits. 

Section 7 of the Association bill would terminate these benefits next 
June—except for maternity benefits being paid on that date. _ 

The next and last problem I shall discuss is that of providing 
benefits at appropriate levels. It is a most difficult and important 
problem. Beside the desire for adequate benefits, there is also a grave 
danger in overadequacy. . : 

Overadequacy is against the recipient’s best interest and the public 
interest since benefits may become more attractive than work. Our 
economy is dependent on preserving the will to work. At some point 
the dollar difference between benefits and take-home pay will not pro- 
vide some people with the necessary sense of urgency to get back on 
the job. The percentage so affected does not have to be great for 
benefit costs to become ruinously high. 

The important dollar difference between working and not working 
is not measured by gross pay and benefits. It is the dollar difference 
in the paycheck and the benefit check. Thus the present and pro- 
posed benefit formula expressed as a percentage of pay before tax 
withholding is most misleading. The real difference—the take-home 
dollar difference—is what counts. 

Recognition of this fact is neither liberal nor conservative but 
merely being realistic. In forming a benefit formula consideration 
must be given to various situations. 

Suppose we take, for example, a single man whose take-home pay 
is around $10 or $11 per day. A critical question is the maximum 
benefit which if he is sick will leave unimpaired his incentive to get 
well and get back on the job as soon as possible, and, if unemployed, 
to actively seek another job. 

What happens to incentive if working makes a difference of only 
$2 per workday? $5 per day? I think we may all agree that $2 per 
workday, out of which must come costs of getting back and forth to 
work, and so forth, is dangerously small. Few would argue that less 
than a $3 difference would leave the work incentive unimpaired. Prob- 
ably most people would agree that a $5 per day difference would be 
sufficient. 

With the dollar difference in paycheck and benefit check in mind, 
let us examine the benefit paid this person under the present railroad 
benefit schedule and its “half daily pay” alternative. 

As this benefit is not based on take-home pay, but gross pay before 
withholding, we must first determine the gross pay necessary to have 
take-home pay of around $10 or $11. 

The $1.70 per hour worker receives the practical railroad minimum 
pay. His pay is $13.60 per day before deductions. His proposed rail- 
road retirement tax is $1.02 per day. His income-tax withholding 
is $2.02. His pay check, assuming no additional withholding, is this 
$10.56. 

The present half-pay unemployment and sickness benefit formula 
gives him a benefit of $6.80 per day. The proposed 60 percent of gross 
pay formula would give him a benefit of $8.16. This latter amount 
eave a difference of $2.64 per day between working and not working. 
If the employee works he has transportation and other expenses. By 











230 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


virtue of his unemployment, he escapes these expenses and gets a sub- 
stantial tax rebate. 

Suppose, for example, he is unemployed 20 weeks—100 working 
days. His income-tax rebate is $48—48 cents per work day unem- 
ployed. This brings down the difference between working and not 
working to around $2.16 per day. The question is whether this is 
sufficient to get him back to work speedily. The difference can be 
even less. 

If he worked 221 days in his base year, he would qualify under 
the proposed benefit schedule instead of the 60 percent of pay alter- 
native and would receive $9 per day benefits—reducing the ditference 
between his paycheck per working day and his benefit check per work- 
ing day to $1.78 less a 48-cent income-tax rebate. 

if by any chance he works 258 8-hour days in the year, or has sub- 
stantial overtime, his benefit would be $9.50 reducing this difference to 
80 cents per day. I cannot believe anyone would consider 10 cents 
per hour, less transportation and other expenses, a pressing incentive 
to work. 

By way of further example, consider the person without depend- 
ents who receives $2 per hour—$16 per day. His proposed rail- 
road retirement tax would be $1.20 and income tax would be $2.46. 
His net pay after these taxes would be $12.34. His proposed bene- 
fit would be $9.60 under the proposed 60 percent formula. 

If he worked 250 days or more in the year, his benefit would be 
$10.20 per day. 

it seems not unreasonable to suppose that he might have some im- 
pairment of his incentive to get back to work. Some 35 cents an hour 
difference between work and no work is not very attractive—particu- 
larly since the work alternative means extra expense, and unemploy- 
ment means a tax rebate. 

So far, I have selected persons without dependents as examples. 
Now let us turn to the other extreme, considering a person with four 
dependents. If we assume that this person makes $1.70 per hour, 
the hourly rate used in the first example, we find that his take-home 
pay is $1.84 per day greater than the individual without dependents 
and too with the same gross pay. 

On becoming unemployed his pay loss is $1.85 per day greater than 
the person without dependents. Yet under existing law and under 
S. 1313 each would receive the same benefit. Both from the viewpoint 
of equity and commonsense the man with dependents should have a 
benefit making up the same percentage of his pay loss as does the 
person without dependents. 

The Railroad Association’s bill, section 4, proposed to equalize this 
percentage. Instead of the existing “half pay” provision which is 
applied to gross pay before withholding, this bill would provide both 
the individual without dependents and the individual with depend- 
ents 60 percent of pay after withholding. 

In other words, it would relate benefits realistically to actual pay 
loss. 

Assuming that the 714 percent railroad retirement tax proposed 
in S. 1313 is enacted, this would mean that the man without depend- 
ents whose pay loss would be $10.56 would receive a daily benefit of 
$6.54 or $31.70 per week and the man with 4 dependents whose pay- 
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check is $12.58 per day would receive $7.55 or $37.75 per week as 
compared with the $6.80 or $34 per week each man would receive 
under the present half-pay schedule. 

With $2 per hour gross pay, a man without dependents would re- 
ceive 60 percent of his paycheck rate of $12.34 per day. This would 
be $7.40 per day or $37 per week. 

The man with 4 dependents would receive $42.50 per week. It 
might be added parenthetically that with 100 days of unemployment, 
the single man would receive an income tax rebate of $52.60 and the 
man with 4 dependents would receive a rebate of $96. 

Thus as shown by its practical results, the Railroad Association pro- 
posal would deal equitably with this most difficult problem of setting 
appropriate benefit rates, and would avoid the indefensible practical 
results and inequities of S. 1313. 

In addition the railroad proposal would repeal the existing sched- 
ule which bases daily benefit rates on the gross total of the claimant’s 
base year wages. The original reason for this schedule, which for 
administrative convenience uses annual wage reports as a basis of 
benefit computation—disappeared when the “half daily pay” formula 
was adopted in 1954. 

The purpose of the system—to pay a reasonable percentage of pay 
loss caused by unemployment due to lack of work or sickness—is 
much better served by a formula basing benefits on daily pay than 
by basing it on total pay in a base year. 

Such total base year wage reflects not only pay rate but also work 
period. Total pay at any rate is proportioned to the period working 
in the qualifying year. 

The distinction between persons who barely qualify and those who 
work through the greater part of the base year is more properly pre- 
served by limiting the total potential number of benefits they can 
receive than by making the period of work largely determine the daily 
benefit amount. 

Under the existing benefit schedule (except for the half-pay alter- 
native) the following daily benefits are payable to a person making 
$80 per week— 


Weeks worked: Weekly benefit 
is atch aS antenna oleh eiibtadin tia Sins ia eltiiareelbtin tac tse tae ii a, Minh et ee $17. 50 
OE Bh sittin ick si laine eileen Blea net 20. 00 
er ERO Te ies shes sities inde, Sieicdcerenennitbven paseai nigmiatensbeanded senna ect 22. 50 
Be WD BT ai iid cenwietiee Shin esi dx sh aaa ila ean ee aidan eiilescnip sacs 25. 00 
Be I cm ene cd Sea lc ic eabceb tara Lats iia eaainlasd ies ec eget A 32. 50 
A EN NN ig dan wc scdsiccommlic npc tides oii capa eda aeaasinlieeimididimedaa tained 40. 00 
IR I sa cat tetas age nas ies egiemse alk pan chasm cakes abies tupac eee anak eee aa mad die 42. 50 


The table is, of course, a dead letter to any person with $80 per 
week gross pay unless he works 50 full weeks—he would get as much 
or more under the half-pay minimum. A person with $85 weekly 
pay would get the $42.50 maximum on this basis. 

An important conclusion is that regardless of liberality or illiber- 
ality of the schedule amounts, and regardless of the benefit levels 
decided upon, the use of this annual pay method of determining 
benefits should be discontinued. It would be discontinued by the 
Railroad Association’s bill. The generally accepted alternative of 
gearing benefit rate to wage rate would be followed in all cases. 
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Despite the deficiencies of the annual wage schedule in not relating 
benefit rate to pay rate, this schedule had an important feature which 
was lost in 1954 when the half-pay formula was adopted. 

That feature was the previous relationship between total benefits 
which might be drawn as compared with total qualifying pay which 
was inherent in the structure of the annual wage schedule. 

For example, the existing schedule sslisites an $80 per day un- 
employment benefit only where a person has at least $3,500 in his 
base year—the total unemployment benefits are $1,040, and the 
amount is thus substantially less than a third of the required qualify- 
ing wages. 

Dae existing law enacted in 1954, a person with a $16 per day 
gross wage can receive $1,040 in benefits with total gross period 
wages of only $1,040. 

Thus an important relationship between total period of qualifying 
work and total possible benefit period was lost when the half-pay 
provision was adopted without appropriate accompanying limitations. 

The Association’s bill, section 4, would supply this needed limitation. 
Like a very large number of States and the District of Columbia, the 
railroad system would then follow the rule of limiting total benefits 
to one-third total base year wages. This provision would mean, in 
effect, that some 3 weeks’ work would be required to qualify for 2 
weeks’ benefits—and that benefits would be paid for the maximum 6 
months’ period only to persons with 9 months’ base year work 

This method of adjusting equities between persons who barely 
qualify and persons who have had 2 or 3 times as much qualifying 
work appeals to one’s sense of equity and is a needed change from the 
old method of the railroad system of making the daily amount of 
benefits depend on total base year earnings. 

The one-third rule is more appropriate than was the old schedule 
which provided a built-in relationship between total benefits and total 
qualifying wages. 

Before closing my testimony I would like to make two brief sug- 
gestions for amendment of the present Unemployment Insurance Act. 
My first suggestion is that section 12 (q) of that act be deleted. That 
section reads as follows: 

(q) The Board shall engage in and conduct research projects, investigations, 
and studies with respect to the cause, care, and prevention of, and benefits for, 
accidents and disabilities and other subjects deemed by the Board to be re- 
lated thereto, and shall recommend legislation deemed advisable in the light of 
such research projects, investigations, and studies. 


The legislative history with respect to this section is extremely 
vague. Early in the 1940’s there were under discussion in Congress a 
number of amendments to the Railroad Unemployment Insurance Act. 

Several drafts of bills were prepared and some of them included 
provision for a system of workmen’s compensation for railroad 
workers. 

The section dealing with workmen’s compensation included a pro- 
vision for studies and investigations of accidents, an accident-preven- 
tion program, rehabilitation of disabled employees and similar func- 
tions such as are usually found in a workmen’s compensation system. 
While the workmen’s compensation idea was eventually dropped, the 
provision for the Board’s investigation of accidents was somehow in- 
cluded in the 1946 amendments to the Unemployment Insurance Act. 
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It is the position of the railroads that the Interstate Commerce 
Commission has responsibility in the field of railroad safety which 
includes investigating the cause and prevention of railroad accidents. 
We know of no reason why the Railroad Retirement Board should 
have the same or similar responsibility and for that reason we suggest 
section 12 (q) be stricken from the statute. 

My second suggestion for amendment of the Unemployment Insur- 

ance Act is to add at the end of the first sentence of section 8 (g) the 
words: 
Provided, That in any event such regulation shall permit any employer at his 
option to pay before the end of the quarter ending September 30 of any year 
contributions with respect to the first month, the first and second months or the 
first and second and any part of the third month of such quarter. 

Under the existing provisions of section 8 (g) the taxes paid by the 

railroads for unemployment purposes are to be collected and paid 
quarterly or at such other times as may be prescribed by regulations 
of the Board. 

The regulations of the Board provide that the railroads shall pay 
their tax obligations on or before 60 days after the close of the calendar 
quarter. This means that for the third quarter, July, August, and 
September of any year, the taxes are to be paid between October 1 and 
November 30, but they cannot be paid prior to September 30 or in time 
to be included in the fund on that critical date. 

It will be remembered that the amount in the fund on September 
30 determines the railroads’ tax rate for the ensuing calendar year. 

There might be occasions when the railroads would wish to pay 
their taxes before September 30 in order to keep the fund at a level 
where they would not be required to pay a higher tax rate the follow- 
ing calendar year. 

Our cama amendment would permit the railroads to pay taxes 
which they already owe on compensation which has already been 
paid to their employees. 

The amendment would not permit prepayment of taxes on em- 
ployees’ wages to be paid to the employees some time in the future. 
Some 22 States do permit actual prepayment of taxes in advance of 
a tax obligation. 

The railroads do not seek that right; they only wish to be allowed 
to pay the taxes they already owe at an earlier date than is now per- 
mitted. 

Board regulations prevent such payment. We therefore seek legis- 
lative relief. 

In conclusion, I should like to express my appreciation to your sub- 
committee for its patience in listening to this extended statement deal- 
ing with these several important matters. At the same time, I should 
apologize for giving some of these the sketchy treatment required by 
the necessary time limitations. I believe that a large part of what 
I have said in dealing with the complexities of the railroad system 
boils down to this: 

(1) That the general unemployment insurance concept of paying a 
person who becomes unemployed a substitute by way of benefits, of 
the wages he has just lost, requires the scrapping of the calendar base 
year- lag period and benefit year mechanism of existing law; 

(2) That the general concept of replacing an equitable portion of 
his pay loss requires gearing his benefit to his normal paycheck rather 
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than to his gross wages before tax withholding, and to his take-home 
daily pay rate rather than to his total of gross wages in his base year; 

(3) That the general concept of protecting railroad pay loss of 
genuine railroad employees requires a basic revision of the base period 
test of qualified employee, and also a revision of definitions dealing 
with his current situation—such as the definition of “day of sickness,” 
and of periods during which the claimant is, and when he is not, to be 
recognized as suffering an involuntary pay loss which should be com- 
pensated, and finally 

(4) That in fixing benefits the public interest and the employee’s 
interest require that benefits shall not be at such levels as compared 
with paychecks, as to impair the employee’s work incentive. 

Senator Morse. Mr. Calhoun, I am going to recess at this point. 
We will find out the earliest possible date when we can proceed with 
the hearing next week. That will depend upon the pleasure of the 
full committee, because I think the full committee has some plans 
for some meetings. We also find some members of the subcommittee, 
including the chairman, involved in the wage-and-hour hearings, so 
we will have to work out our committee schedule. 

Unless the Senator from Kentucky thinks otherwise, I would like 
to issue a request to the Railroad Retirement Board that it take this 
bill that is proposed by the carriers and give us an opinion and 
analysis of that bill similar to the opinion that it has given us on 
the brotherhood’s bill. 

Do you understand that, Mr. McKenna? 

Mr. McKenna. Yes. 

Senator Morse. Thank you very much. 

Mr. Finney. Would it be appropriate to attach as an appendix to 
Mr. Calhoun’s statement the draft bill ? 

Senator Morse. So ordered. 

(The document referred to follows :) 


A BILL To amend the Railroad Unemployment Insurance Act so as to limit benefits to 
bona fide railroad employees, remove certain inequities, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the Railroad Unemployment 
Insurance Act is amended as set forth below. 


DEFINITIONS OF BASE YEAR AND BENEFIT YEAR 


Section 1. Section 1 (m) of the Railroad Unemployment Insurance Act is 
amended to read as follows: 

“(m) The term ‘benefit year’ with respect to any individual means the period 
of three hundred and sixty-five consecutive days beginning with the first day 
of the first registration period after June 30, 1957, with respect to which the 
individual first files a valid claim for benefits, and thereafter the period of 
three hundred and sixty-five days beginning with the first day of the first 
registration period with respect to which the individual next files a valid claim 
for benefits after the termination of his last preceding benefit year. Any claim 
for benefits made in accordance with section 5 (a) shall be deemed to be a 
‘valid claim’ for the purposes of this subsection if the individual is with respect 
to his base period a ‘qualified employee’ as defined in section 3 with respect to 
his base year.” 

Section 1 (n) of such Act is amended to read as follows: 

“(n) The term ‘base year’ means the twelve completed calendar months im- 
mediately preceding the first day of the individual's benefit year.” 
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DEFINITION OF QUALIFIED EMPLOYEE 


Sec. 2. Section 3 of the Railroad Unemployment Insurance Act is amended to 
read as follows: 

“Sec. 3. An individual shall be a ‘qualified employee’ if the Board finds that 
his compensation with respect to his base year will have been not less than an 
amount equal to the product of eighty-seven and his daily wage computed pur- 
suant to section 2 (a), and that during his base year more than five calendar 
months will have been months of service used in computing his years of service 
for purposes of the Railroad Retirement Act of 1937, and more than one of such 
months of service shall have been in the last half of such base year. 

No individual who, since earning substantial compensation has received 
one hundred and thirty daily unemployment benefits, or exhausted his unemploy- 
ment benefit rights, shall be a qualified employee with respect to further unemploy- 
ment benefits until he has again earned substantial compensation, and no indi- 
vidual who, since earning substantial compensation has received one hundred 
and thirty daily sickness benefits or exhausted his sickness benefit rights, shall 
be a qualified employee with respect to further sickness benefits until he has 
again earned substantial compensation. Ag used in the preceding sentence 
“substantial compensation” means compensation in an amount not less than the 
product of twenty and the amount of the individual’s last daily benefit. 


WAITING PERIOD 


Sec. 3. Clauses (i) and (ii) of section 2 (a) of the Railroad Unemployment 
Insurance Act are each amended by striking out “seven” and inserting “nine” 
in lieu thereof. 

BENEFIT COMPUTATION AND LIMITATIONS 


Sec. 4. Section 2 (a) of the Railroad Unemployment Insurance Act is 
amended by striking out the second sentence thereof, including the schedule, 
and inserting in lieu thereof the following: 

“The daily benefit rate of any qualified employee shall be an amount equal to 
60 per centum of the daily rate of compensation after withholding taxes, for 
the employee’s last employment in which he engaged for an employer in the base 
year, but not to exceed $8.50.” 

For purposes of the preceding sentence, an employee’s daily rate of compensa- 
tion after withholding taxes shall be, as determined by the Board, such em- 
ployee’s daily rate after reduction by the amount equal to the sum of— 

“(1) the amount equal to the same percentage of such daily pay rate as 
shall be imposed by section 3201 of the Internal Revenue Code on compen- 
sation at the time of such last employment, and 

“(2) the amount equal to one-fifth the amount which shall be required 
to be withheld at the time of such last employment by section 3402 (c) of 
such Code on a weekly pay period basis, on wages paid in a weekly pay 
period in an amount equal to the product of five and such daily rate.” 


DISQUALIFYING CONDITIONS 


Sec. 5. Section 4 (a—-1) (ii) of the Railroad and Unemployment Insurance Act is 
amended by adding after “Social Security Act, or” “meets the qualifying work 
and the age or disability requirements for full annuity payments, pensions or 
benefits under one or both of such Acts and upon applying therefor could receive 
them, and any day in any period with respect to which the Board finds that he 
is receiving or will have received.” Such section is further amended by striking 
out the colon preceding the words “Provided further” and striking out the re- 
mainder of this section after the colon and preceding the semicolon at the end 
thereof. 

Section 4 (a-2) (i) and 4 (a-2) (ii) are each amended by striking out “thirty” 
and by adding before the semicolon at the end thereof: “and ending with the 
fourth calendar week with respect to each which the Board finds he shall have 
earned compensation of not less than $25.” 

Section 4 (a—2) (iii) of such Act is amended by striking out “, and the Board 
finds that such strike was commenced in violation of the provisions of the Rail- 
way Labor Act or in violation of the established rules and practices of a bona 
fide labor organization of which he was a member.” 
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Section 4 (a-2) of such ast is amended by renumbering subsection (iv) 
thereof as “(vi)” and by inserting after subsection (iii) the following: 

“(iv) any of the days beginning with the day with respect to which the 
Board finds that he was discharged or suspended for misconduct connected with 
his work and ending with the fourth calendar week with respect to each of 
which the Board finds he shall have earned compensation of not less than $25. 

“(v) any of the days which the Board finds is in a maternity period of the 
employee.” 

Section 4 of such act is amended by inserting after section 4 (a-2) the 
following: 

“(a-3) There shall not be considered a day of sickness with respect to any 
employee— 

“(i) any day which is a Sunday or which the Board finds is generally 
observed as a holiday in the locality in which he registered for such day, 
unless such day was immediately preceded by a day of unemploment or 
sickness and immediately followed by a day of unemployment or sickness 
or was the last day in a registration period and was immediately preceded 
by a day of unemployment or sickness: Provided, That if two or more con- 
secutive days are a Sunday and one or more holidays, then with respect to 
any employee shall not be considered as days of sickness unless they were 
immediately preceded by a day of unemployment or sickness and immedi- 
ately followed by a day of unemployment or sickness, or the last of such 
days was the last day of a registration period and such days were immedi- 
ately preceded by a day of unemployment or sickness. 

“(ii) any day which is disregarded as a day of unemployment of the 
employee as determined by the Board pursuant to subsection (a-—2). 

“(iii) any day which is in a maternity period unless the Board finds 
that sickness on such day is unrelated to the normal consequences of 
pregnancy or childbirth. 

“(iv) any of the days which the Board finds to have occurred more than 
90 days after the last day with respect to which the individual will have 
earned compensation, excluding from such 90 days any period beginning 
before the expiration thereof with respect to which the Board finds he was 
unemployed due to a stoppage of work described in section 4 (a—1) (iii) 
and excluding any registration period which begins, or any continuous 
registration periods the first of which begins before the expiration of such 
90 days. For purpose of the preceding sentence a ‘regulation period’ 
shall be deemed continuous with the preceding registration period if estab- 
lished within 10 days after the last day of such preceding period.” 
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DEFINITION OF DAY OF SICKNESS 


Sec. 6. Section 1 (k) (2) of the Railroad Unemployment Insurance Act is 
amended by inserting “but would otherwise be available for work” after the 
phrase “he is not able to work.” 


DISCONTINUING MATERNITY BENEFITS 


Sec. 7. Section 1 (k) of the Railroad Unemployment Insurance Act is 
amended by deleting from the first sentence thereof “or which is included in a 
maternity period.” 

Section 1 (1) (i) of such act is amended by deleting “‘, and the term ‘state- 
ment of maternity sickness’ means a statement with respect to a maternity 
period of a female employee, in each case.” 

Section 2 (a) of such act is amended by striking out “, and (iii) for each 
day of sickness in a maternity period” in the first sentence thereof, and by 
striking out the fourth, fifth, and sixth sentences thereof. 

Section 2 (c) of such Act is amended by deleting both before the proviso 
and following the proviso, the identical phrases “, other than days of sickness 
in a maternity period,” and by deleting “; and the total amount of benefits 
which may be paid to an employee for days of sickness in a maternity period 
shall in no case exceed the employee’s compensation in the base year on the 
basis of which the employee was determined to be qualified for benefits in such 
maternity period.” 

Section 12 (i) of such Act is amended by deleting from the seventh sentence 
thereof “and, in the case of maternity sickness, the expected date of birth and 
the actual date of birth of the child.” 
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Section 12 (n) of such Act is amended by deleting “or maternity” in each 
place such words occur and by deleting from the fourth sentence “or as to 
the expected date of birth of a female employee’s child, or the birth of such 
child.” 


DISCONTINUING DIRECTIONS TO ENGAGE IN ACCIDENT RESEARCH, ETC. 


Sec. 8. Section 12 (q) of the Railroad Unemployment Insurance Act is 
deleted. 


PAYMENT OF CONTRIBUTIONS 


Sec. 9. Section 8 (g) of the Railroad Unemployment Insurance Act is amended 
by inserting the following before the period at the end of the first sentence 
thereof: “Provided, That in any event such regulations shall permit any em- 
ployer at his option to pay before the end of the quarter ending September 30 
of any year contributions with respect to the first month, the first and second 
month or the first and second and any part of the third month of such quarter.” 


EFFECTIVE DATE 


Sec. 10. The amendments made by this Act shall become effective with respect 
to all benefits paid in benefit years beginning after June 30, 1957, except that 
(a) maternity benefits in a maternity period established before and extending 
beyond such date shall be paid pursuant to the law as in effect prior to the 
amendments made by this Act and (b) the calendar year 1956 shall be the 
base year for a benefit year beginning July 1, 1957, in the case of any in- 
dividual who would otherwise not be a qualified employee with respect tu such 
year. The effective date of other provisions, except as otherwise specifically 
provided, shall be the date of enactment of this Act. 


Senator Morse. The hearing is recessed. 
(Whereupon, at 12: 15 p. m., the hearing was recessed. ) 
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PROPOSALS TO AMEND RAILROAD RETIREMENT ACT 


WEDNESDAY, MAY 1, 1957 


Unirep Srates SENATE, 
SUBCOMMITTEE ON RariLtRoApD RETIREMENT, OF THE 
‘OMMITTER ON LABOR AND Pusiic WELFARE, 
Washington, D.C. 
‘The subcommittee met, pursuant to recess, at 10:05 a. m., in room 
¥-39, the Capitol, Senator Strom Thurmond presiding pro tempore. 
Present: Senators Thurmond (presiding), Allott, and Cooper. 
Committee staff members present: Stewart E. McClure, chief clerk; 
Roy E. James, assistant chief clerk; Michael J. Bernstein, professional 
staff member; and Merton Bernstein, special counsel to ‘the Subcom- 
mittee on Railroad Retirement. 
Senator ‘THURMOND. The subcommittee will come to order, please. 
This hearing is the resumption of the hearings on March 12, 13, 
and 14 0n S. 360, S. 945, and S. 1313, proposals to yamend the Railroad 
Retirement Act and the Railroad Employment Insurance Act. 
Since the last hearings, two additional bills have been introduced, 
S. 1630 by the sube ommittee chairman at the request of the American 
Association of Railroads, and S. 1651 by Senator Martin of Iowa. 
They are identical for all practical purposes. They are to be printed 
in the record at this point with the report of the Railroad Retirement 
Zoard. 
(The documents referred to follows :) 


[S. 1630, 85th Cong., 1st sess.] 


A BILL To amend the Railroad Unemployment Insurance Act so as to protect benefits of 
bona fide railroad employees, remove certain inequities, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Railroad Unemployment Insurance 
Act is amended as set forth below. 


DEFINITIONS OF BASE YEAR AND BENEFIT YEAR 


SecTION 1. Section 1 (m) of the Railroad Unemployment Insurance Act is 
amended to read as follows: 

“(m) The term ‘benefit year’ with respect to any individual means the period 
of three hundred and sixty-five consecutive days beginning with the first day 
of the first registration period after June 30, 1957, with respect to which the 
individual first files a valid claim for benefits, and thereafter the period of 
three hundred and sixty-five days beginning with the first day of the first reg- 
istration period with respect to which the individual next files a valid claim 
for benefits after the termination of his last preceding benefit year. Any claim 
for benefits made in accordance with section 5 (a) shall be deemed to be a 
‘valid claim’ for the purposes of this subsection if the individual is with respect 
to his base period a ‘qualified employee’ as defined in section 3 with respect to 
his base year.” 
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Section 1 (n) of such Act is amended to read as follows: 
“(n) The term ‘base year’ means the twelve completed calendar months 
immediately preceding the first day of the individual’s benefit year.” 


DEFINITION OF QUALIFIED EMPLOYEE 


Sec. 2. Section 3 of the Railroad Unemployment Insurance Act is amended to 
read as follows: 

“Sec. 3. An individual shall be a ‘qualified employee’ if the Board finds that 
his compensation with respect to his base year will have been not less than an 
amount equal to the product of eighty-seven and his daily wage computed 
pursuant to section 2 (a), and that during his base year more than five calendar 
months will have been months of service used in computing his years of service 
for purposes of the Railroad Retirement Act of 1937, and more than one of 
such months of service shall have been in the last half of such base year. 

“No individual who, since earning substantial compensation has received one 
hundred and thirty daily unemployment benefits, or exhausted his unemploy- 
ment benefit rights, shall be a qualified employee with respect to further unem- 
ployment benefits until he has again earned substantial compensation, and no 
individual who, since earning substantial compensation has received one hundred 
and thirty daily sickness benefits or exhausted his sickness benefit rights, shall 
be a qualified employee with respect to further sickness benefits until he has 
again earned substantial compensation. As used in the preceding sentence, 
‘substantial compensation’ means compensation in an amount not less than the 
product of 20 and the amount of the individual’s last daily benefit.” 


WAITING PERIOD 


Sec. 3. Clauses (i) and (ii) of section 2 (a) of the Railroad Unemployment 
Insurance Act are each amended by striking out “seven” and inserting “nine” 
in lieu thereof. 

BENEFIT COMPUTATION AND LIMITATIONS 


Src. 4. Section 2 (a) of the Railroad Unemployment Insurance Act is amended 
by striking out the second sentence thereof, including the schedule, and inserting 
in lieu thereof the following: “The daily benefit rate of any qualified employee 
shall be an amount equal to 60 per centum of the daily rate of compensation 
after withholding taxes, for the employee’s last employment in which he engaged 
for an employer in the base year, but not to exceed $8.50.” For purposes of the 
preceding sentence, an employee’s daily rate of compensation after withholding 
taxes shall be, as determined by the Board, such employee’s daily rate after 
reduction by the amount equal to the sum of— 

(1) the amount equal to the same percentage of such daily pay rate as 
shall be imposed by section 3201 of the Internal Revenue Code on com- 
pensation at the time of such last employment, and 

“(2) the amount equal to one-fifth the amount which shall be required 
to be withheld at the time of such last employment by section 3402 (c) of 
such Code on a weekly pay period basis, on wages paid in a weekly pay 
period in an amount equal to the product of five and such daily rate.” 


DISQUALIFYING CONDITIONS 


Sec. 5. Section 4 (a—-1) (ii) of the Railroad Unemployment Insurance Act is 
amended by adding, after “Social Security Act, or’, “meets the qualifying work 
and the age or disability requirements for full annuity payments, pensions, or 
benefits, under one or both of such Acts and upon applying therefor could 
receive them, and any day in any period with respect to which the Board finds 
that he is receiving or will have received.” Such section is further amended 
by striking out the colon preceding the words “Provided further” and striking 
out the remainder of this section after the colon and preceding the semicolon at 
the end thereof. 

Sections 4 (a-2) (i) and 4 (a-2) (ii) are each amended by striking out 
“thirty” and by adding before the semicolon at the end thereof: “and ending 
with the fourth calendar week with respect to each which the Board finds he 
shall have earned compensation of not less than $25.” 

Section 4 (a-2) (iii) of such Act is amended by striking out “, and the Board 
finds that such strike was commenced in violation of the provisions of the Rail- 
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way Labor Act or in violation of the established rules and practices of a bona 
fide labor organization of which he was a member.” 

Section 4 (a-2) of such Act is amended by renumbering subsection (iv) there- 
of as “(vi)” and by inserting after subsection (iii) the following : 

“(iv) any of the days beginning with the day with respect to which the 
Board finds that he was discharged or suspended for misconduct connected 
with his work and ending with the fourth calendar week with respect to 
each of which the Board finds he shall have earned compensation of not 
less than $25. 

“(v) any of the days which the Board finds is in a maternity period of 
the employee.” 

Section 4 of such Act is amended by inserting after Section 4 (a-2) the 
following: 

“(a-3) There shall not be considered a day of sickness with respect ot any 
employee— 

“(i) any day which is a Sunday or which the Board finds is generally 
observed as a holiday in the locality in which he registered for such day, 
unless such day was immediately preceded by a day of unemployment or 
sickness and immedaitely followed by a day of unemployment or sickness 
or was the last day in a registration period and was immediately preceded 
by a day of unemployment or sickness: Provided, That if two or more con- 
secutive days are a Sunday an done or more holidays, then with respect 
to any employee shall not be considered as days of sickness unless they were 
immediately preceded by a day of unemployment or sickness and im- 
mediately followed by a day of unemployment or sickness, or the last of 
such days was the last day of a registration period and such days were 
immediately preceded by a day of unemployment or sickness. 

“(ii) any day which is disregarded as a day of unemployment of the 
employee as determined by the Board pursuant to subsection (a—2). 

“(iii) any day which is in a maternity period unless the Board finds 
that sickness on such day is unrelated to the normal consequences of 
pregnancy or childbirth. 

“(iv) any of the days which the Board finds to have occurred more than 
90 days after the last day with respect to which the individual will have 
earned compensation, excluding from such ninety days any period beginning 
before the expiration thereof with respect to which the Board finds he was 
unemployed due to a stoppage of work described in section 4 (a-1) (iii) 
and excluding any registration period which begins, or any continuous regis- 
tration periods the first of which begins before the expiration of such 90 
days. For purposes of the preceding sentence a “registration period” shall 
be deemed continuous with the preceding registration period if established 
within 10 days after the last day of such preceding period.” 


DEFINITION OF DAY OF SICKNESS 


Sec. 6. Section 1 (k) (2) of the Railroad Unemployment Insurance Act is 
amended by inserting “but would otherwise be available for work” after the 
phrase “he is not able to work.” 


DISCONTINUING MATERNITY BENEFITS 

Sec. 7. Section 1 (k) of the Railroad Unemployment Insurance Act is amended 
by deleting from the first sentence thereof ‘or which is included in a maternity 
period.” 

Section 1 (1) (i) of such Act is amended by deleting “, and the term ‘state- 
ment of maternity sickness’ means a statement with respect to a maternity 
period of a female employee, in each case.” 

Section 2 (a) of such Act is amended by striking out ‘‘, and (iii) for each day 
of sickness in a maternity period” in the first sentence thereof, and by striking 
out the fourth, fifth and sixth sentences thereof. 

Section 2 (c) of such Act is amended by deleting both before the proviso and 
following the proviso, the identical phrases “, other than days of sickness in a 
maternity period,” and by deleting ‘“; and the total amount of benefits which 
may be paid to an employee for days of sickness in a maternity period shall in 
no case exceed the employee’s compensation in the base year on the basis of 
which the employee was determined to be qualified for benefits in such maternity 
period.” 
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Section 12 (i) of such Act is amended by deleting from the seventh sentence 
thereof “and, in the case of maternity sickness, the expected date of birth and 
the actual date of birth of the child.” 

Section 12 (n) of such Act is amended by deleting “or maternity” in each 
place such words occur and by deleting from the fourth sentence “or as to the 
expected date of birth of a female employee's child, or the birth of such child.” 


PAYMENT OF CONTRIBUTIONS 


Sec. 8. Section 8 (g) of the Railroad Unemployment Insurance Act is amended 
by inserting the following before the period at the end of the first sentence 
thereof: “Provided, That in any event such regulations shall permit any em- 
ployer at his option to pay before the end of the quarter ending September 30 
of any year contributions with respect to the first month, the first and second 
month or the first and second and any part of the third month of such quarter.” 


EFFECTIVE DATE 


Sec. 9. The amendments made by this Act shall become effective with respect 
to all benefits paid in benefit years beginning after June 30, 1957, except that (a) 
maternity benefits in a maternity period established before and extending beyond 
such date shall be paid pursuant to the law as in effect prior to the amendments 
made by this Act and (b) the calendar year 1956 shall be the base year for a 
benefit year beginning July 1, 1957, in the case of any individual who would 
otherwise not be a qualified employee with respect to such year. The effective 
date of other provisions except as otherwise specifically provided shall be the 
date of enactment of this Act. 


[S. 1651, 85th Cong., 1st sess. ] 


A BILL To amend the Railroad Unemployment Insurance Act so as to protect benefits of 
bona fide railroad employees, remove certain inequities, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Railroad Unemployment Insurance 
Act is amended as set forth below. 


DEFINITIONS OF BASE YEAR AND BENEFIT YEAR 


Section 1 (m) of the Railroad Unemployment Insurance Act is amended to 
read as follows: 

“(m) The term ‘benefit year’ with respect to any individual means the 
period of three hundred and sixty-five consecutive days beginning with the 
first day of the first registration period after June 30, 1957 with respect to 
which the individual first files a valid claim for benefits, and thereafter the 
period of three hundred and sixty-five days beginning with the first day of 
the first registration period with respect to which the individual next files a 
valid claim for benefits after the termination of his last preceding benefit 
year. Any claim for benefits made in accordance with section 5 (a) shall be 
deemed to be a ‘valid claim’ for the purposes of this subsection if the indi- 
vidual is with respect to his base period a ‘qualified employee’ as defined in 
section 3 with respect to his base year.” 

Section 1 (n) of such Act is amended to read as follows: 

“(n) The term ‘base year’ means the twelve completed calendar months 
immediately preceding the first day of the individual’s benefit year.” 


DEFINITION OF QUALIFIED EMPLOYEE 


Sec. 2. Section 3 of the Railroad Unemployment Insurance Act is amended 
to read as follows: 

“Sec. 3. An individual shall be a ‘qualified employee’ if the Board finds that 
his compensation with respect to his base year will have been not less than 
an amount equal to the product of eighty-seven and his daily wage computed 
pursuant to section 2 (a), and that during his base year more than five 
calendar months will have been months of service used in computing his 
years of service for purposes of the Railroad Retirement Act of 1937, and 
more than one of such months of service shall have been in the last half of 
such base year. 
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“No individual who, since earning substantial compensation has received 
one hundred and thirty daily unemployment benefits, or exhausted his un- 
employment benefit rights, shall be a qualified employee with respect to 
further unemployment benefits until he has again earned substantial compensa- 
tion, and no individual who since earning substantial compensation has received 
one hunded and thirty daily sickness benefits or exhausted his sickness benefit 
rights, shall be a qualified employee with respect to further sickness benefits 
until he has again earned substantial compensation. As used in the preceding 
sentence, ‘substantial compensation’ means compensation in an amount not less 
than the product of twenty and the amount of the individual’s last daily benefit.” 


WAITING PERIOD 


Sec. 3. Clauses (i) and (ii) of section 2 (a) of the Railroad Unemployment 
Insurance Act are each amended by striking out “seven” and inserting “nine” in 
lieu thereof. 

BENEFIT COMPUTATION AND LIMITATIONS 


Sec. 4. Section 2 (a) of the Railroad Unemployment Insurance Act is amended 
by striking out the second sentence thereof, including the schedule, and insert- 
ing in lieu thereof the following: “The daily benefit rate of any qualified em- 
ployee shall be an amount equal to 60 per centum of the daily rate of compen- 
sation after withholding taxes, for the employee's last employment in which he 
engaged for an employer in the base year, but not to exceed $8.50. For pur- 
poses of the preceding sentence, an employee's daily rate of compensation after 
withholding taxes shall be, as determined by the Board, such employee’s daily 
rate after reduction by the amount equal to the sum of— 

“(1) the amount equal to the same percentage of Such daily pay rate 
as shall be imposed by section 3201 of the Internal Revenue Code on com- 
pensation at the time of such last employment, and 

“(2) the amount equal to one-fifth the amount which shall be required 
to be withheld at the time of such last employment by section 3402 (c) 
of such Code on a weekly pay period basis, on wages paid in a weekly pay 
period in an amount equal to the product of five and such daily rate.” 


DISQUALIFYING CONDITIONS 


Sec. 5. Section 4 (a—-1) (ii) of the Railroad Unemployment Insurance Act is 
amended by adding after “Social Security Act, or’ “meets the qualifying work 
and the age or disability requirements for full annuity payments, pensions or 
benefits under one or both of such acts and upon applying therefor could receive 
them, and any day in any period with respect to which the Board finds that he 
is receiving or will have received.” Such section is further amended by striking 
out the colon preceding the words “Provided further” and striking out the re- 
mainder of this section after the colon and preceding the semicolon at the end 
thereof. 

Sections 4 (a-2) (i) and 4 (a—-) (ii) are each amended by striking out 
“thirty” and by adding before the semicolon at the end thereof: “and ending 
with the fourth calendar week with respect to each which the Board finds he 
shall have earned compensation of not less than $25.” 

Section 4 (a-—2) (iii) of such Act is amended by striking out “, and the Board 
finds that such strike was commenced in violation of the provisions of the 
Railway Labor Act or in violation of the established rules and practices of a 
bona fide labor organization of which he was a member.” 

Section 4 (a-2) of such Act is amended by renumbering subsection (iv) 
thereof as “(vi)” and by inserting after subsection (iii) the following: 

“(iv) any of the days beginning with the day with respect to which 
the Board finds that he was discharged or suspended for misconduct con- 
nected with his work and ending with the fourth calendar week with re- 
spect to each of which the Board finds he shall have earned compensation 
of not less than $25. 

“(v) any of the days which the Board finds is in a maternity period of 
the employee.” 


Section 4 of such Act is amended by inserting after section 4 (a-2) the 
following : 
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“(a-3) There shall not be considered a day of sickness with respect to any 
employee— 

*“(i) any day which is a Sunday or which the Board finds is generally 
observed as a holiday in the locality in which he registered for such day, 
unless such day was immediately preceded by a day of unemployment or 
sickness and immediately followed by a day of unemployment or sickness 
or was the last day in a registration period and was immediately preceded 
by a day of unemployment or sickness: Provided, That if two or more 
consecutive days are a Sunday and one or more holidays, then with respect 
to any employee shall not be considered as days of sickness unless they were 
immediately preceded by a day of unemployment or sickness and immedi- 
ately followed by a day of unemployment or sickness, or the last of such 
days was the last day of a registration period and such days were immedi- 
ately preceded by a day of unemployment or sickness. 

“(ii) any day which is disregarded as a day of unemployment of the 
employee as determined by the Board pursuant to subsection (a-—2). 

“(iii) any day which is in a maternity period unless the Board finds that 
sickness on such day is unrelated to the normal consequences of pregnancy 
or childbirth. 

“(iv) any of the days which the Board finds to have occurred more 
than ninety days after the last day with respect to which the individual 
will have earned compensation, excluding from such ninety days any period 
beginning before the expiration thereof with respect to which the Board 
finds he was unemployed due to a stoppage of work described in section 4 
(a-1) (iii) and excluding any registration period which begins, or any con- 
tinuous registration periods the first of which begins, before the expiration 
of such ninety days. For purposes of the preceeding sentence a “registra- 
tion period” shall be deemed continuous with the preceding registration 
period if established within ten days after the last day of such preceding 
period.” 

DEFINITION OF DAY OF SICKNESS 


Sec. 6. Section 1 (k) (2) of the Railroad Unemployment Insurance Act is 
amended by inserting “but would otherwise be available for work” after the 
phrase “he is not able to work.” 


DISCONTINUING MATERNITY BENEFITS 


Sec. 7. Section 1 (k) of the Railroad Unemployment Insurance Act is 
amended by deleting from the first sentence thereof “or which is included in a 
maternity period.” 

Section 1 (1) (i) of such Act is amended by deleting “, and the term ‘state- 
ment of maternity sickness’ means a statement with respect to a maternity 
period of a femal employee, in each case.” 

Section 2 (a) of such Act is amended by striking out “, and (iii) for each 
day of sickness in a maternity period” in the first sentence thereof, and by 
striking out the fourth, fifth, and sixth sentences thereof. 

Section 2 (c) of such Act is amended by deleting both before the proviso 
and following the proviso, the identical phrases “, other than days of sickness 
in a maternity period,” and by deleting “; the total amount of benefits which 
may be paid to an employee for days of sickness in a maternity period shall in 
no case exceed the employee’s compensation in the base year on the basis of 
which the employee was determined to be qualified for benefits in such maternity 
period.” 

Section 12 (i) of such Act is amended by deleting from the seventh sentence 
thereof “and, in the case of maternity sickness, the expected date of birth and 
the actual date of birth of the child.” 

Section 12 (n) of such Act is amended by deleting “or maternity” in each 
place such words occur and by deleting from the fourth sentence “or as to the 
expected date of birth of a female employee’s child, or the birth of such child.” 


PAYMENT OF CONTRIBUTIONS 


Sec. 8. Section 8 (g) of the Railroad Unemployment Insurance Act is amended 
by inserting the following before the period at the end of the first sentence 
thereof : “Provided, That in any event such regulations shall permit any employer 
at his option to pay before the end of the quarter ending September 30 of any 
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year contributions with respect to the first month, the first and second month or 
the first and second and any part of the third monh of such quarter.” 


EFFECTIVE DATE 


Sec. 9. The amendments made by this Act shall become effective with respect 
to all benefits paid in benefit years beginning after June 30, 1957, except that (a) 
maternity benefits in a maternity period established before and extending beyond 
such date shall be paid pursuant to the law as in effect prior to the amendments 
made by this Act and (b) the calendar year 1956 shall be the base year for a 
benefit year beginning July 1, 1957, in the case of any individual who would 
otherwise not be a qualified employee with respect to such year. The effective 
date of other provisions except as otherwise specifically provided shall be the 
date of enactment of this Act. 


(Subsequently the Railroad Retirement Board submitted the fol- 
lowing report on S. 1630 and 8. 1651:) 


UNITED STATES OF AMERICA, 
RAILROAD RETIREMENT BOARD, 
Chicago, Ill., April 29, 1957. 
Hon. Lister HILt1, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D. C. 


Dear SENATOR Hitt: This is a report of the Railroad Retirement Board on 
the bill S. 1630, which was introduced on March 18, 1957, by Senator Morse, and 
S. 1651, which was introduced on March 21, 1957, by Senator Martin. 

The bills would substantially revise the Railroad Unemployment Insurance 
Act by amending it in the following respects: 

1. The “benefit year” (the year during which benefits are paid based on a 
particular qualification period) with respect to an employee would be changed so 
as to be a period of 365 consecutive days beginning with the first day of the first 
registration period after June 30, 1957, with respect to which the employee first 
files a valid claim for benefits, and thereafter the period of 365 days beginning 
with the first day of the first registration period with respect to which he next 
files a valid claim for benefits after the termination of his preceding benefit year. 
Any claim for benefits would be deemed to be a valid claim for the purposes of 
the definition of the “benefit year” if the employee who files a claim is, with 
respect to his base period, a “qualified’’ employee in accordance with the changed 
provisions for such status. The base year would be changed and would be the 
12 completed calendar months immediately preceding the first day of the em- 
ployee’s benefit year. 

Under present provisions of the Railroad Unemployment Insurance Act the 
base period is the calendar year, and the benefit period respecting such base 
period commences July 1 of the following calendar year. Consequently, the 
benefit period does not begin until 6 months after the qualifying period. Under 
the bills the benefit period would follow the base period immediately. 

2. The qualifying conditions for unemployment and sickness benefits likewise 
would be substantially revised. Under present provisions an employee becomes 
a “qualified’’ employee for such benefits if his compensation for the base year is 
not less than $400. Under the proposals an employee would be a “qualified” 
employee if his compensation with respect to his base year will have been not 
less than the amount equal to the product of 87 and the daily wage rate in em- 
ployment for his last ‘““employer” in a base year, if during his base year at least 
6 calendar months have been months of service used in computing his years of 
service for purposes of the. Railroad Retirement Act, and if at least 2 of such 
months of service have been in the last 6 months of such base year. 

An employee who has received 130 daily unemployment benefits or exhausted 
his unemployment benefit rights could not thereafter become qualified for unem- 
ployment benefits in a new benefit year unless he has again had “substantial 
compensation ;” that is, has earned in railroad and other covered employment an 
amount equal to 20 times his last daily benefit. This would require that employee 
to have these earnings, as well as being qualified for a new benefit year other- 
wise, before being eligible for benefits in a succeeding benefit year. These 
provisions would apply to unemployment and sickness benefits separately. 
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3. The waiting period respecting the first registration period for both unem- 
: ployment and sickness benefits would be extended to 9 days with the result that 
the number of days in the first registration period for which benefits may be re- 
ceived would be reduced to 5 from the present 7. 

4. The schedule based on total wages in the base year for the determination 
of benefits would be eliminated and the daily rate of benefits would be deter- 
mined on the present alternative basis of the claimant’s last daily pay in his 
base year. However, instead of the present 50 percent of gross daily pay the 
benefit would be 60 percent of daily pay after withholding taxes (ordinary 
income and railroad retirement taxes). The maximum daily benefit would 
remain at $8.50. Specifically the employee’s daily rate of compensation after 
withholding taxes would be such employee’s daily rate after reduction by an 
amount equal to the sum of— 

(1) the amount equal to the same percentage of such daily pay rate as 
shall be imposed by section 3201 of the Internal Revenue Code [providing] 
for railroad retirement taxes], on compensation at the time of such last 
employment, and 

(2) the amount equal to one-fifth the amount which shall be required to 
be withheld at the time of such last employment by section 3402 (c) [pro- 
viding for withholding for income tax] of such code on a weekly pay period 
basis, on wages paid in a weekly paid period in an amount equal to the 
product of five at such daily rate. 

By this method of calculating the amount of the tax withholding, this amount 
would normally be equal to the actual withholding. 

5. An employee would be disqualified for unemployment or sickness benefits 
for any day with respect to which he meets the service and age or disability 
requirements for full annuity or pensions or old-age benefits under the Railroad 
Retirement Act or the Social Security Act and could, upon applying therefor, 
receive them. Under present law only after applying and qualifying for such 
benefits would the employee be disqualified. Under the proposals the employee 
would also be disqualified if he could, by applying, receive a full annuity or 
pension, or full old-age benefits, under either or both acts even though he does 
not apply. The present provision for payment of such unemployment or sickness 
benefits as would exceed apportioned annuity or pension payments for that day 
would be eliminated. 

The provision for disqualification of an employee for unemployment benefits 
for 30 days beginning with the day with respect to which he left work voluntarily 
and without good cause or with respect to which he failed without good cause 
to accept suitable work or to comply with instructions from the Board to apply 
for such work or to report to an employment office would be revised so that the 
disqualification would continue until such time as the employee obtained railroad 
employment in 4 calendar weeks with respect to each of which the employee had 
earnings of not less than $25. 

The provision under which an employee now receives unemployment benefits 
for unemployment due to his participation in a legal strike (one not commenced 
in violation of the Railway Labor Act or the established rules and practices of a 
bona fide labor organization) would be revised so that he could no longer receive 
such benefits. 

Two new disqualification provisions would be added. The first would provide 
that an employee found to have been discharged or suspended for misconduct 
connected with his work be disqualified for unemployment benefits until such 
time as he obtains thereafter railroad or other covered employment in at least 4 
calendar weeks with earnings of $25 in each; and the second would eliminate as 
a day of unemployment any day which the Board finds is in a maternity period 
of an employee. 

6. The same disqualification provision for sickness benefits respecting Sundays 
and holidays would be included as that which is now contained in the act 
respecting disqualification for such days for unemployment benefits. An em- 
ployee would be disqualified for sickness benefits for any day with respect to 
which he would be disqualified for unemployment benefits for voluntarily leav- 
ing work, refusal to accept work, a discharge or suspension for misconduct, and 
for absence because of a strike. An employee could receive sickness benefits 
for no day which is in a maternity period unless the Board finds that sickness on 
such day is unrelated to the normal consequence of pregnancy or childbirth. An 
employee would be disqualified for sickness benefits for any day which occurred 
more than 90 days after the last day with respect to which he earned compensa- 
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days any day in which the Board finds that the employee was unemployed due 
to a stoppage of work as a result of a strike, and any day in such 90 days ina 
registration period which begins, or in continuous registration periods the first 
of which begins, before the expiration of such 90 days. For this purpose, a regis- 
tration period would be deemed continuous with the preceding registration period 
if established within 10 days after the last day of such preceding period. 

To the definition of a “day of sickness” the phrase “but would otherwise be 
available for work” would be added. The consequence of this addition would 
be that an employee could not receive sickness benefits unless it could be found 
that with respect to such day he would have worked or been available for work 
but for his sickness. 

7. From the definition of a “day of sickness” there would be excluded a day 
“which is included in a maternity period.” The consequence of this together with 
the disqualification provision described in paragraph 6 respecting a day in a 
maternity period in which sickness is related to the normal consequences of preg- 
nancy or childbirth would be to eliminate all maternity benefits. In furtherance 
of the elimination of maternity benefits certain sections of the Railroad Unem- 
ployment Insurance Act would be amended by deleting the provisions therein 
relative to maternity, maternity periods, or maternity benefits. 

8. Any employer, at his option, would be permitted to pay before the end of 
the quarter ending September 30 of any year contributions with respect to the 
first month, the first and second month, or the first and second and any part of 
the third month of such quarter. The result of this provision would be to allow 
employers to pay their accrued unemployment contributions before September 
30 of any year. 

9. The amendments would be effective with respect to all benefits paid in benefit 
years beginning after June 30, 1957, except the maternity benefits for a maternity 
period established before, and extending beyond, June 30, 1957, would be paid 
pursuant to the law as in effect before the amendments. The calendar year 1956 
would be the base year for the benefit year beginning July 1, 1957, in the case of 
any individual who would otherwise not be a qualified employee with respect 
to such year. Otherwise, except as specifically provided elsewhere in the bill, 
the effective date of the proposed amendments would be the date of enactment 
of the bills. 


EFFECT OF ENACTMENT OF S. 1630 AND S. 1651 ON BENEFICIARIES AND FINANCING OF 
RAILROAD UNEMPLOYMENT INSURANCE SYSTEM 


The bills contain modifications of the present Railroad Unemployment Insur- 
ance Act of such a character that it is not possible to develop from the Board’s 
records of beneficiaries and benefit payments any adequate report on its effect 
on beneficiaries and on the financing of the railroad unemployment insurance 
system. To make such a report would require extensive tabulations and investi- 
gations of employment histories and last rates of pay would require a long time. 

The difficulty in estimating the effect of the bills arises to a large extent from 
the fact that it would change the system from one with a uniform benefit year 
starting July 1, and a base year ending 6 months earlier, to one with individual 
benefit years and individual base vears immediately preceding the beginning of 
the benefit year. To determine eligibility under the bills, the most important 
information needed is the employment record in the 6 months preceding the 
beginning of the employee’s unemployment or sickness. This information has 
not been obtained under the present act because it is not needed. In addition, 
the bills would make changes in the existing disqualification provisions and add 
a number of disqualifications not now in the law. There is no sound basis for 
determining the effect of these. 

Analysis of data on operations under the present law, however, makes possible 
some general approximations on the effect of the bills even though the total effect 
cannot be determined. It must be emphasized that the figures given are very 
rough estimates. They show the effect certain provisions in the bills would have 
had on benefits in 1955-56 when the number of beneficiaries and amount of 
benefits under the Railroad Unemployment Insurance Act were as follows: 
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The effect some provisions of the bills, considered separately, would have had 
on benefit payments is given below. However, the figures cannot be added to- 
gether to get a total effect because a considerable number of beneficiaries would 
be disqualified by more than one provision of the bills. 

The number of beneficiaries and the amount of benefits paid would have been 
substantially smaller if the bills had been in effect in 1955-56. Some of the 
ways in which this would have happened are as follows: 

1. The change in requirements to be a qualified employee would have pre- 
vented payment to many employees. A very rough estimate indicates that around 
25,000 of the unemployment beneficiaries and 8,000 of the sickness beneficiaries 
would not have had the necessary service or earnings to be qualified. The amount 
of benefits that would not have been payable would have been between $10 million 
and $15 million. Those not qualified would have included employees with long 
periods of unemployment or sickness who received payments for a second benefit 
year in 1955-56, many of whom had more than 5 years of railroad service. On 
the other hand, the change to individual benefit years would have made it pos- 
sible to pay benefits amounting to some $6 million to about 15,000 employees 
with recent railroad employment who for some reason did not work enough 
in the base year to be currently qualified under the present law. 

2. The disqualification due to eligibility for or receipt of full retirement, dis- 
ability, or pension benefits under either the Railroad Retirement Act or the 
Social Security Act would have prevented payment of over $12 million to 27,000 
sickness beneficiaries and 4,000 unemployment beneficiaries, assuming they could 
all meet the qualifying requirement for unemployment compensation. 

3. The 3,900 maternity beneficiaries could have received benefits in the ma- 
turity period only if disabled by some illness not related to pregnancy. This 
might have reduced the amount of benefits by about $3,500,000. 

4. Other disqualifications would have affected many of the beneficiaries whose 
reason for leaving railroad employment was: 
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The extent to which these benefits would have been reduced cannot be 
determined. 

5. Still other disqualifying provisions, such as the longer disqualification for 
failure to accept suitable work, the extension of unemployment disqualifications 
to prevent payment of sickness benefits in the period of disqualification, and the 
sickness benefit disqualification for any illness starting more than 90 days after 
the employee’s last railroad work, would have reduced benefits further by an 
amount which cannot be readily estimated. 

6. Benefit rates for those who could meet the qualifying requirements would 
in some cases have been lower and in some higher than under the present law. 
As compared with the present law, the benefit rate would generally have been 
smaller for those with few dependents and larger for those with many dependents, 
excluding, of course, those eligible for the maximum rate under both sets of 
provisions. A single man, for example would get generally 50 to 60 cents less per 
day from 60 percent of the net pay after withholding taxes as specified in the bills 
than from 50 percent of the gross as in the present act; for a man with a number 
of dependents, the reverse would be true. Also, beneficiaries whose benefit rate 
was determined from the schedule in the present law were generally paid at a 
rate higher than 50 percent of the gross daily rate of pay. The bills would have 
removed this schedule, and this would often have resulted in lower benefit rates. 
In 1955-56, 60 percent of the sickness benefit rates, and 42 percent of the unem- 
ployment benefit rates were determined from the schedule. 

7. Increasing the unemployment and sickness waiting period from 7 days to 
9 days, exclusive of other provisions, would have reduced the amount of benefits 
about $3,200,000. 

As stated above, the estimates of the effects of the various provisions of the 
bills cannot be added together because they overlap and the duplication between 
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them is unknown. It appears that the net effect might have been to reduce 
the number of beneficiaries under the program, including both unemployment 
and sickness, by about 30,000, and the amount of benefits by $20 million to $25 
million. The 1955-56 benefit year, however, was not a typical one; unemploy- 
ment was at a low level with fewer beneficiaries than in any of the preceding 10 
years. Thus for the future, it appears likely that the bills, if enacted, would 
reduce the amount of unemployment and sickness benefits paid to railroad em- 
ployees by at least $25 million and perhaps more than $35 million. This would 
be equal to a difference in the long-run contribution rate of some one-half to three- 
eighths of 1 percent of payroll. 


STATEMENT OF MR. HABERMEYER 


This bill is silent with reanasct tothe Railroad Retirement and Railroad Retire- 
ment Taxing Acts and it does nothing to take care of the existing deficiency in the 
retirement program. As expressed in my statement on 8. 1313, Congress should 
first provide the additional revenue necessary to place the retirement system on 
a sound financial basis. This is a commitment which the President of the United 
Sttaes requested and received from this committee of Congress as well as from 
the standard railway labor organizations last year when he signed the 10-percent 
increase in benefit bill (S. 3616). 

I was pleased to hear, in the testimony given to your committee on other 
amendments to our programs, that both the labor and management witnesses 
were agreed that the systems should be placed on a sound financial basis and 
were willing to support an amendment to accomplish this result. 

The present bill would affect only the provisions of the Railroad Unemployment 
Insurance Act and the changes would result in a reduction generally in the 
amount of benefits paid. Therefore, the system would have the necessary financ- 
ing to support the program and would pose no problems in this respect. Since I 
did not take a position with respect to the liberalizations proposed in S. 1313 and 
chose to remain neutral, I feel that I must likewise remain neutral and leave 
to your committee the policy questions involved in this bill. There is little that 
I can add now to the carefully considered and detailed presentation of the argu- 
ments for and against the bill made by the representatives of management and 
labor, respectively. I do not believe, however, that the differences between 
management and labor are necessarily so great that they could not be resolved 
in large measure by agreement, and I would suggest that an attempt be made in 
this direction. 

STATEMENT BY MR. HARPER 


I seriously oppose the enactment of the bills S. 1630 and S. 1651 because, in my 
judgment, their purpose and effect are to weaken drastically the protection now 
and long afforded railroad workers against unemployment and sickness. The 
bills are backward-looking in concept in that they would either eliminate in toto, 
or substantially reduce, long-established benefits which have long since come to be 
regarded as being reasonable and justifiable. The bills, if enacted, would be 
unmistakably against the best interests of railroad employees and public policy 
because : 

I. The number of employees eligible for benefits is greatly reduced by changes 
in the existing qualifying provisions and by the addition of a number of rigid 
disqualifications not now in the law. 

The bills provide for individual base years and individual benefit years for each 
individual employee, and the uniform use of the calendar preceding the benefit 
year, as at present, is eliminated. This change alone results in the disqualifica- 
tion of thousands of employees. The amount of qualifying earnings within the 
base year is raised from $400, as at present, to levels ranging from about $1,200 
minimum to about $1,500 maximum, which, of course, disqualifies many. The 
requirement of earnings from railroad employment in 6 different months of the 
base year, 2 of which must be in the last half of the year, of an amount equal to 
what he would have earned in 87 days disqualifies other thousands of railroad 
workers for unemployment and sickness benefits. 

The bills abolish the long established congressional policy, which has been in 
effect from the very beginning of the system, for the payment of unemployment 
benefits for time lost due to orderly, legitimate and legal strikes, conducted 
solely to rectify or improve conditions of employment in full accord with the 
quite specific and carefully considered provisions of the Railway Labor Act and 
in full accord with the provisions of the laws and constitutions of the railway 
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unions, long and universally recognized as respectable, well run, and responsible 
organizations. 

The bills preclude any continuance of benefits in a succeeding benefit year 
after their exhaustion in a benefit year, as presently provided. 

Employees are, in effect, premanently disqualified who voluntarily quit em- 
ployment, including those who quit under duress or provocation. 

The payment of maternity benefits as such is completely eliminated. 

The bills provide that an employee who is disqualified for unemployment bene- 
fits for any reason is by reason of that fact also disqualified for sickness benefits, 

Any employee who is, or upon application would be, entitled to full retirement, 
disability or pension benefits under either the Railroad Retirement Act or the 
Social Security Act is disqualified for either unemployment or sickness benefits. 
This provision would disqualify all railroad workers 65 or more years of age; 
women employees 60 or more years of age * s.L4ifpSeast 30 years of railroad 
service; and all persons who could qualify for disability benefits under either 
act. It is charitable to say that this provision is the “unkindest cut of all.” 

II. The amount of benefits payable both for unemployment and sickness is 
substantially reduced by the bills. 

Under the present law benefits are computed on the basis of aggregate earn- 
ings in the base year, or upon the basis of the last daily basic rate of pay, which- 
ever produces the greater benefit rate. The bills at hand provide that the 
last daily basic rate in the base year shall be the sole basis for the computation 
of benefits. In 1955-56, 60 percent of the sickness benefit rates and 42 percent 
of the unemployment benefit rates were computed upon the basis of aggregate 
earnings in the base year. They were so computed because it produced a higher 
benefit rate as provided in the present law. These figures illustrate the extent 
to which benefit rates would be reduced. 

The bills provide for the computation of benefit rates upon the basis of take- 
home pay, that is, benefits based upon the last daily basic rate less the railroad 
retirement tax and withholding tax applicable to such last daily basic rate. 
Congress in its wisdom has by provision of law waived the payment of railroad 
retirement and withholding taxes on railroad unemployment and sickness bene- 
fits. These bills would recapture both such taxes for the benefit of the railroad 
unemployment insurance trust fund, which only indirectly recaptures for the 
railroads themseves the taxes which the Government has waived. 

III. Administration of these bills is made difficult to a degree approaching im- 
possibility. The design and plan so carefully thought out and developed for 
easily ascertained and quickly paid benefits woud be revised for the worse. 
Presently, the base year and the benefit year are fixed and uniform periods, 
known and easily understood by the employees, the railroads, and the Board. 
Facts essential to the making of determinations as to eligibility for benefits and 
no less essential in the computation of benefits are now readily available to the 
Board. That would not be true if the bills under discussion were enacted. 

Ascertainment and establishment of those facts in every individual case can 
only begin after the receipt of applications for benefits. Thereafter, in every 
case inquiry must be made of all the employers the newly unemployed person 
has had in the previous 12 months to ascertain or verify the claim as to the 
determining wage rate, the reasons for losing the employment, the amount of 
withholding tax, the total amount of employment and pay the claimant has 
obtained in the previous 12 months, and a specification of the months in which 
the claimant has worked. Additionally, for purposes of determining eligibility 
for full retirement, disability, or pension benefits, facts as to total railroad 
service, age, sex, and physical condition together with all other information 
needed to adjudicate a claim for an annunity or monthly benefit under the Rail- 
road Retirement Act or the Social Security Act must be established. 

Since all of these time-consuming inquiries and determinations must and 
ean only be made after an employee has made his initial application, payment 
of benefits must and will be unreasonably delayed. In my personal judgment 
the very mechanics of adjudicating claims under the provisions of these bills 
will require from 6 to 8 weeks, and some of the more difficult cases will require 
6 months or more. 

STATEMENT OF MR. HEALY 


I am in complete accord with all of the proposals contained in S. 1630 and 
strongly recommend its unanimous approval. 

In my relatively brief tenure in office I have clearly, and repeatedly, insisted 
that all just claims under the Railroad Unemployment Insurance Act, and only 
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such, were to be paid promptly and in full. But I have found that this prin- 
ciple requires amendments, such as proposed by S. 1630, to conform the letter 
of the law to its spirit and its purpose of providing a measure of interim assist- 
ance to railroad employees suffering an involuntary wage loss. Certainly, it 
vas hardly the intent to subsidize persons whose unemployment is attributable 
to their own decisions. 

The spirit of the law should never have contemplated that: 

1. An employee who voluntarily quit, or refused suitable work, should be 
“rewarded,” up to a maximum of 130 days benefits, after a mere disqualification 
of 30 days, from a fund to which he contributed nothing; or that 

2. An employee discharged or suspended for misconduct related to his work, 
or failure to fulfill his obligations, should be entitled to draw benefits, without 
any disqualification—again from a fund to which he contributed nothing; or that 

3. An employee coming under maternity provisions should, in effect, receive 
special benefits, since maternity involves neither hazard of railroad employment 
nor involuntary illness, and, again, without contributing a single penny to the 
fund; or that 

4. Employees should draw unemployment benefits, from a trust fund provided 
solely by employers, while on strike against the industry. 

The payment of benefits in these cases, whether many or few, is wrong in 
principle. The technical analysis shows that, in fiscal 1955-56, some 18,500 
persons, who voluntarily quit their jobs, or were discharged or suspended for 
misconduct, were paid nearly $8 million in benefits. No indication is contained 
in the analysis of the number drawing benefits after refusing offers of suitable 
work or the total amount they received. 

The technical analysis reveals that 3,900 maternity beneficiaries received 
some $3% million—exclusive of any amounts paid because of illness unrelated 
to pregnancy—in the fiscal year ending June 30, 1956. 

Although the analysis indicates that only 300 persons received benefits of 
some $63,000 while on strike in fiscal 1955-56 there were 18,100 such beneficiaries 
in the previous year who received in excess of $8 million. In the present fiscal 
year there have already been 3 work stoppages involving some 1,700 railroad 
employees—all eligible for benefits under present law. 

The railroad retirement system, financed by employer and employee contribu- 
tions, contains adequate provisions for persons who reach retirement age or 
become disabled. Certainly it was not the purpose in creating the railroad 
unemployment and sickness insurance system to use those funds, contributed 
solely by the carriers, to finance benefits for persons eligible for benefits under 
the Railroad Retirement Act. That this is being systematically done is evi- 
denced in the technical analyses which show that over $12 million was paid out 
last year under the Railroad Unemployment Act to those persons who could and 
should have received benefits under the railroad retirement program. 

S. 1630 would also adjust other unjust situations. Persons becoming currently 
unemployed or sick are being granted or denied benefits not on the basis of 
present employment, but on their previous base-year wages. S. 1630 would 
immediately qualify every employee with a real attachment to the industry in 
the 12 months preceding the filing for benefits. 

The unjust results of denying benefits to persons with substantial recent 
railroad work is illustrated in the technical analysis which estimates that some 
15,000 employees, not qualified under the present law, might have been qualified 
under the bill and have received about $6 million that was not paid. These 
were persons who, having at least 87 days’ work, with some in each of 6 months 
of the 12 months immediately before becoming unemployed, would have estab- 
lished their benefit year. 

The equally unjust result of existing law is emphasized in the estimate that 
33,000 persons were paid between $10 million and $15 million despite the fact 
that so little of their recent work was in the railroad industry they failed to 
meet even this modest requirement of the bill. Nevertheless, they qualified 
under present law on the basis of earning $400 or more in the calendar year 
1954. Doubtless, many of these persons actually entered other work covered 
by State unemployment systems in 1954, but, despite this, claimed railroad 
benefits on becoming unemployed in the last fiscal year. 

The proposed change in benefit rates to 60 percent of the individual’s actual 
pay loss is further evidence of the industry’s desire to remove the inequities in 
the present law. The present half-pay formula gives a benefit equal to sub- 
stantially higher percent of actual pay loss to a person without dependents than 
it does to a person with dependents—which is incompatible both with equity 
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and the purposes of the system. The bill gives both the same percentage of 
actual pay loss—the family man a higher percentage of gross pay before with- 
holding. It seems clear that the man with a family, having dependents, has 
greater obligations than the single individual, and for that reason should have 
larger net unemployment and sickness benefits. Although no comparative cost 
figures are presently available, there is some thought that no material change 
in the total average benefits will result. 

This bill also would permit the railroads, individually or collectively, to remit 
before the 30th of September of each year, their unemployment contributions 
on wages actually paid prior thereto, which is in line with sound business policy. 

Summarizing, the enactment of this bill will correct inequities in the present 
law, deprive no one of just benefits, restore security and stability to a system 
created for the protection of true railroad workers, and, through all of these 
things, promote the public welfare. S. 1630 should be enacted. 

Because of the time element involved, it has not been possible to clear this 
report with the Bureau of the Budget prior to its submission. However, a 
copy of the report is being forwarded to the Bureau of the Budget today, and 
you will be informed of the views of that Bureau as soon as they are received. 

By direction of the Board. 

Mary B. LINKINS, 
Secretary of the Board. 

Senator THurmonp. When the hearing recessed on March 14, Mr. 
Leonard J. Calhoun was the witness. He had not completed his testi- 
mony so we shall proceed with him as the first witness today. 

Mr. Frnney. My name is Gerald D. Finney. I appeared here 
earlier at the hearing. Mr. David Bevan, vice president, finance, of 
the Pennsylvania Railroad is one of our witnesses scheduled to appear 
and we would appreciate it if you would permit him to come on ahead 
of Mr. Calhoun. 

Senator THurmonp. It is all the same group, isn’t it ? 

Mr. Fryney. Yes, sir. 

Senator THurmonp. That will be all right. 

Where is he? 

Mr. Finney. Mr. Bevan is here. 

Senator THurmonp. If you will state your name and the position 
you occupy, please, and where you are from. 


STATEMENT OF DAVID C. BEVAN, FINANCIAL VICE PRESIDENT, 
PENNSYLVANIA RAILROAD CO. 


Mr. Bevan. Thank you, Senator. My name is David C. Bevan. I 
am financial vice president of the Pennsylvania Railroad. A gradu- 
ate of Haverford College and Harvard Business School and T have 
had a little more than 25 years of financial experience. Prior to the 
war I was an officer of Provident Trust Company of Philadelphia. 
During the war, I served as acting head of the lend-lease mission to 
Austr: alia, and later as deputy head of the mission of economic affairs, 
London. 

Subsequently I became treasurer of the New York Life Insurance 
Co., fourth largest mutual life insurance company. In 1951 I came 
to the Pennsylvania Railroad as financial vice president and director. 
I am also director and chairman of the finance committee of the 
Norfolk & Western Railway Co. 

The company which I represent, the Pennsylvania Railroad, ac- 
counts for almost 10 percent of the total revenues of the industry. 
Our assets exceed $3 billion, our debt amounts to just under $1 billion. 
We have over 100,000 employees with a total annual payroll of about 
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$540 million. In 1956 we paid over $33 million in railroad retire- 
ment and unemployment insurance taxes, or about 10 percent of the 
total of such taxes paid by class I railroads. 

I have prepared and ask the privilege of filing with the committee 
a statement and exhibits relating to the financial position of the rail- 
road industry and the Pennsylvania Railroad in particular. Because 
of the time allotted to me I will be able to give you only the highlights 
of that statement. 

Senator Tuurmonp. If you wish during your testmony, if you wish 
to abbreviate it, just talk off the cuff, we will feel free to do that, your 
whole statement will be put in the record. 

(Mr. Bevan’s prepared statement and exhibits follows) 


My name is David C. Bevan. I am financial vice president of the Pennsylvania 
Railroad Co. A graduate of Haverford College and Harvard Business School, 
I have had more than 25 years’ financial experience. Prior to the war, I was 
an officer of Provident Trust Co., of Philadelphia. During the war, I served 
as Acting Head of the Lend-Lease Mission to Australia, and later as Deputy 
slead of the Mission of Economic affairs, London. Subsequently, I became 
treasurer of the New York Life Insurance Co., fourth largest. In 1951, I came 
to the Pennsylvania Railroad as financial vice president and director. I am 
also director and chairman of the finance committee of the Norfolk & Western 
Railway Co. 

The Pennsylvania Railroad accounts for almost 10 percent of the total revenues 
of the industry. Our assets exceed $8 billion; our debt amounts to just under 
$1 billion. We have over 100,000 employees, with a total annual payroll of about 
$540 million. In 1956 we paid over $33 million in railroad retirement and unem- 
ployment insurance taxes, or about 10 percent of the total of such taxes paid 
by class I railroads. 

I have prepared, and asked the privilege of filing with the committee, a state- 
ment and exhibits relating to the financial position of the railroad industry and 
the Pennsylvania Railroad. Because of the time allotted to me, I will be able 
to give you only the highlights of that statement. 

The transportation industry is vital to the American economy, both in times 
of peace and war, and for a long number of years the railroad industry has 
represented the backbone of the transportation industry. With the motor and 
air carriers either reaching or approaching maturity in the postwar era, com- 
petitive forces exist in the transportation industry to a greater degree than ever 
before. 

The railroads performed a truly herculean task during World War II. Their 
absolute essentiality in such periods was clearly indicated by what transpired 
during this war. The railroads carried more than 90 percent of all military 
freight and 97 percent of all organized military traffic. In 1944 they carried 
about 70 percent of all intercity freight traffic moved. In the same year they 
handled over 95 billion passenger-miles, more than twice the total for any year 
in history prior to the war. 

Unfortunately, the industry as a whole faced the postwar period with a very 
badly worndown plant as a result of the all-out effort during the war. This 
fact, coupled with estimated total expenditures by the Federal Government for 
comestic inland transport facilities in the 10 years following the war of over 
$5 billion, consisting of $3,600 million for highways, $700 million for airports 
and air navigation aids, and $800 million for inland waterways, has made the 
postwar period a difficult one for the railroads. In addition, outmoded, restric- 
tive, regulatory procedures and the inability of the industry to earn its fair 
share in the inflationary economy in which we have been living have placed the 
railroad industry in a most serious position. Furthermore, ironically, it appears 
that, despite an optimistic outlook for business prosperity over the next 10 years, 
it is going to be very difficult for the railroads to participate in the expanding 
economy because of the many problems which face them. 

The earnings of the railroad industry for many years have been totally inade- 
quate to assure a strong, sound, and stable industry, which we consider to be 
absolutely necessary to a prosperous economy. Because of inadequate earnings, 
the railroad industry has been materially weakened, both from a competitive and 
financial standpoint, and is in a serious condition today. 
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To illustrate the inadequacy of past earnings, let us examine for a moment 
chart A, entitled “Comparison of Rate of Return on Net Assets With Yield on 
Long-Term United States Treasury Bonds.” By net assets we mean the book 
value of outstanding preferred and common stocks and surplus accounts at the 
beginning of each year. In this chart we compare the rate of return realized 
over the period 1940 through 1955 on long-term Government bonds with the return 
realized by manufacturing corporations, public utilities, class I railroads, and 
the Pennsylvania Railroad. You will note that, in the case of the manufactur- 
ing corporations, the rate of return in 1940 amounted to a little over 10 percent, 
declined to about 9 percent in 1945, skyrocketed in the postwar period to a peak 
of almost 19 percent, and then declined somewhat, but amounted to 15 percent in 
1955. Throughout, the highest return realized by the railroads was always 
below the lowest return realized by the manufacturing companies. During the 
same period, the return realized by public utilities ranged between 6 percent and 
approximately 10 percent. On the other hand, the class I railroads as a whole, 
with the exception of the 2 war years, 1942 and 19438, during this whole period 
never equaled the return of the public utilities. As a matter of fact, in only the 
2 years mentioned, 1942 and 1943, were they able to exceed the 6 percent return 
which was the lowest realized by the utilities over the 16-year period. In the 
ease of the Pennsylvania Railroad, the same relationship, so far as 1942 and 1943 
are concerned, holds true, but for most of the time it is clearly evident that the 
rate realized was not only far below that for class I railroads generally, but, in 
the years 1946, 1947, 1949, 1951, 1953, and 1954, the return was actually below that 
obtainable on long-term Government, so-called riskless investments. As shown 
by the figures contained in table 3, even this meager return was not actually 
realized by the Pennsylvania Railroad stockholders, since more than half the 
earnings were plowed back into the property. This is in spite of the fact that we 
have paid as dividends to our stockholders a greater percentage of available net 
income than the average for all class I railroads. 

Perhaps the complete inadequacy of the rate of return obtained by the railroad 
industry can be realized more clearly by looking at chart B, which contains a list 
of 73 industrial groupings with the rate of return shown on net assets for the 
calendar year 1955. The rate of return realized ranges between a high of 29.1 
percent and a low of 4.6 percent. In this listing, the class I railroads stand 68th 
in a list of 73, and the Pennsylvania Railroad’s rate of return of 2.9 percent was 
substantially below the bottom rated industry, traction, and bus, which realized 
a return of 4.6 percent. It should be borne in mind in this connection that the 
Pennsylvania Railroad accounts for almost 10 percent of the industry, and since 
there were other railroad companies whose return was equally or even more 
inadequate, it can be readily observed that a substantial portion of the railroad 
industry’s earnings are highly marginal. 

Among the various causes behind the meager earnings of the railroad industry, 
one of the most basic has been the fact that its rates have been held down artifi- 
cially, as indicated by the figures in table 4. In this table a comparison is made 
between the years 1929 and 1955. These 2 years have been selected because I 
believe everyone will agree that in 1929 the transportation industry was generally 
considered to be in a healthy and prosperous condition in this country and main- 
taining its relative economic position in our free-enterprise system; and 1955 
represents the latest figures available. During this period the physical produc- 
tion, aS measured by gross national product in constant dollars, has increased 
116 percent. Intercity ton-miles handled by all transport agencies during the 
same period have increased 113 percent, so that in terms of physical volume the 
transportation industry has held its own during the last 26 years. However, if 
we examine corporate sales or revenues for industries other than transporta- 
tion, we find that during this period they increased 314 percent as compared to 
an increase of only 142 percent in the revenues of the transportation industry. 
This clearly indicates how the price level in the transportation industry has 
been artificially held down. 

AS a consequence, naturally enough, this has seriously affected profits. Dur- 
ing this 26-year period corporate profits of the transportation industry showed 
an actual decrease of 27 percent as compared to an increase of 178 percent 
for industry other than transportaiton. If transportation sales had gone up to 
the same extent as other corporate sales, in the year 1955 alone the transpor- 
tation indusry would have received an additional $16 billion of revenues. And 
if it had been able to maintain its relative position with other industries with 
respect to profits, it would have realized an additional $1 billion 850 million. 
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If these additional profits are divided on the basis of traffic volume, approxi- 
mately half, or $900 million would have flowed to the railroads. Needless to 
Say, Such a Substantial addition to net income would have materially aided 
the railroads to strengthen their existing weak position. 

Whatever the causes back of the situation, it appears perfectly obvious that 
the railroads have not received an adequate return. Because of this failure 
several important changes have taken place which would indicate that the rail- 
rods’ position has been severely damaged, possibly irreparably. 

In 1940, the total debt of class I railroads amounted to $11.3 billion, and 
since that time this debt has decreased to $9.7 billion, which is all to the good. 
However, there has been a very substantial change in the composition of this 
indebtedness which has serious import to railroad managements. 

Illustrative of this latter point is chart D dealing with funded debt outstand- 
ing due within 20 years of class I railroads. In 1940 we find that of the total 
detb outstanding as of that date, $4.9 billion or 43 percent would mature within 
20 years. This figure is little changed in 1955, and at the end of that year, 
$4.3 billion or 44.5 percent of the debt was scheduled to mature in 20 years. 
The important change is with respect to equipments. Less than 10 percent of 
the debt maturing in 20 years in 1940, or $480 million to be exact, was in the 
form of equipments, whereas in 1955 of the debt maturing in 20 years, $2.5 
billion or 58.5 percent was in the form of equipment obligations. To clarify 
this, it means that at the end of 1955 almost half the debt outstanding would 
mature in 20 years. With respect to bonded debt this is not too serious provided 
he credit of he industry and of the individual companies is such that it can be 
refinanced. It is significant, however, that of this debt maturing in 20 years, 
$2.5 billion is in the form of equpments, which are nonrefundable and therefore 
must come out of the industry’s cash. For reasons which I will explain later, 
unfortunately we believe that the amount of equipment obligations outstand- 
ing is going to continue to rise markedly to the extent that the market will 
absorb them, and we etsimate, assuming this premise, that by 1965 the amount 
of equipments outstanding will increase by 20 percent or $500 million. This 
in turn will increase the year to year cash drain on the companies involved, 
will make their debt service larger and more rigid, and will make each com- 
pany more susceptible to receivership or bankruptcy in the event of a decline 
in business. 

It now seems appropriate to turn to the working capital position of the rail- 
roads to see whether or not they are in a position to stand an additional drain 
in this respect. In chart G the working capital is compared on an absolute basis 
with operating revenues, since after all, the volume of business dictates to a 
large extent the need for working capital. Working capital is the figure which 
represents the difference between current assets and current liabilities. 

In every other industry with which I am familiar, current assets include 
all those items which can be liquidated or converted into cash within 12 months, 
and current liabilities include all items which must be paid within 12 months. 
In the ease of the railroads, debt due within 1 year is not included in current 
liabilities, although debt due in 1 year is now reported as a footnote in ICC 
reports. This is contrary to standard accounting procedure and the practice in 
other industries, and in my judgment gives a completely false picture, since 
obviously there is no difference between one type of liability and another if both 
have to be paid in the same period of time. Therefore, we have included debt 
due within a year in current liabilities. Working capital as thus defined is 
represented by the solid red line. The broken line represents working capital 
reduced by materials and supplies. This is shown because there is a real ques- 
tion in the minds of most informed people whether or not materials and sup- 
plies should be included as a current asset. These are entirely different from 
the inventory of a manufacturing company which is generally converted into a 
finished product and disposed of in the course of 12 months. In other words, 
materials and supplies are not, with certain exceptions, liquid assets. However, 
whether or not they are included, the results in the comparisons are not too 
different. 

Comparing working capital with gross operating revenues, it is noted that 
there is a fairly parallel trend between working capital and gross revenues from 
1940 to 1946. From there on, gross revenues have increased somewhat, pri- 
marily as a result of rate increases. Working capital, however, has tended to 
decline. 

In chart I, with working capital expressed as a percentage of gross revenues, 
@ comparison is made as between class I railroads as a whole and the Pennsyl- 
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vania Railroad. It shows that. in the generally prosperous period following the 
war an increasing dollar volume of business has had to be handled with a 
decreasing amount of working capital. 

The improvement in our working capital from its low point in 1947 was 
achieved principally through the liquidation of assets. In the past 10 years, and 
principally since 1948, the Pennsylvania Railroad has raised over $92 million 
in cash by this means. Included in the sale of assets were such properties 
as the Hotel Pennsylvania in New York, valuable property in downtown Pitts- 
burgh and Philadelphia, together with other miscellaneous real-estate holdings, 
our stock in Pennsylvania Greyhound Lines, nine water companies, and this 
past year the Virginia Ferry Corp., in which we had a 50-percent interest, was 
sold to the State of Virginia. In addition, over $38 million were raised in 1948 
through the sale of bonds of our leased lines held in our treasury. This pro- 
cedure is obviously cannibalistic, unhealthy, and can only be justified on the 
basis of our stringent need for money to carry on our railroad operations. 

While the railroads have been handling an increased dollar volume of busi- 
ness with a decreasing amount of working capital, the question may rightly be 
posed as to whether or not this in itself is serious because there is always the 
possibility that any individual company, or any individual industry, may have 
an excess of working capital. 

In chart J, a comparison is made of the percentage of working capital to the 
volume of business done by the Pennsylvania Railroad, class I railroads, and 
other typical industries. It will be noted that Pennsylvania Railroad working 
-apital amounted to only 9 percent and class I railroads 12 percent of the volume 
of business transacted; working capital of the oil and food products industries 
was almost twice that of the railroads; steel was twice that of the railroads; 
and building materials, tire and rubber, chemical, metals and mining, and the 
agricultural machinery industries were substantially beyond even these figures, 
ranging all the way up to 48.7 percent in the case of agricultural machinery. 

It might be argued that these other industries need more working capital 
Since they have to carry large inventories. On the other hand, it is certainly 
true that their inventories constitute a better current asset than our materials 
and supplies which are included in current assets for purposes of comparison. 
However, as shown in chart K, if we take out inventories in the case of other 
industries, and materials and supplies in the case of the railroad industry, you 
will notice the Pennsylvania Railroad still has the smallest working capital as 
a percentage of volume of business done and, with one exception, the class I 
railroads smaller than any of the other industries with which a comparison 
is made. 

It may also be contended that the railroads should be able to get along with 
smaller working capital because they do not have to carry a large volume of 
accounts receivable, since the bulk of transportation bills are payable within 
48 or 96 hours. There is one exception to this, however, and this is certainly 
true in the case of the Pennsylvania Railroad. Fairly substantial accounts 
receivable are due by various agencies of the Federal Government, and these 
are carried for longer periods of time. In addition, and I will cover this later 
on, the debt of the railroads represents a higher percentage of their capitalization 
than in the case of any of the other industries shown in these charts. Further, 
as we have seen from the chart on debt, the railroads have a very substantial 
amount of annual equipment maturities which are peculiar to this industry, and 
overall the debt service of the railroads in much higher than in any of the 
other industries with which comparisons are made. 

In any event, the working capital position of the industry, and this is 
particularly true of the Pennsylvania Railroad, has deteriorated and it now 
seems clear that the situation has not been eased by what transpired in the past 
year. Preliminary figures indicate that the class I railroads lost about $200 
million in working capital in 1956, and if we exclude materials and supplies 
as a current asset, they lost more than $250 million. To put it another way, 
the railroad industry ended 1956 with working capital of approximately $1 billion 
and if we exclude materials and supplies, the figure is around $275 million. 

To illustrate what this deterioration in the railroads’ working capital means 
from the standpoint of their daily operations, the monthly payroll of the rail- 
roads, including the current wage settlement pattern, averages $465 million. 
Compare this figure with the current working capital of $275 million, excluding 
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materials and supplies since to a great extent they do not constitute a liquid 
asset, and you will find that working capital is equal to little more than the 
semimonthly payroll. As of the end of 1955, working capital, excluding materials 
and supplies, was equal to the payroll for about 40 days while in 1945 it was 
equal to 4144 months. 

As far as the Pennsylvania Railroad is concerned, our working capital at the 
end of 1956 was $72 million, a loss of $14 million for the year. Excluding 
materials and supplies, working capital was $5 million. Compare the latter 
amount with our current monthly payroll of about $47 million and you will 
find that it is equivalent to our payroll for just about 3 days. As of the end 
of 1955, our working capital, excluding materials and supplies, was equivalent to 
about 3 weeks’ payroll and in 1945, slightly better than 24% months. 

Therefore, with inadequate working capital, the railroads are in a position 
where they must meet current expenses out of current receipts and in the event 
of a decline in business, they have no alternative but to reduce expenses accord- 
ingly. 

In addition to inadequate working capital, there is another serious problem with 
which the railroads have been struggling and which is going to increase their dif- 
ficulties as far ahead as we can see. The notorious lack of earning power of the 
railroad industry has made it extremely unpopular as an outlet for capital seek- 
ing investment. There are only about a handful of common stocks of railroad 
companies today that even to a small degree are being purchased by institutional 
investors. Naturally with the low earnings of the railroads and with the large 
number of companies that went through reorganization in the thirties their basic 
credit standing has been undermined. 

As a practical matter today the only important vehicle to the majority of 
American railroads for raising new funds is through equipment trust obligations 
secured by liens on new rolling stock. Equipment trust obligations mature 
serially over a period of years, generally speaking, 10 to 15 years, and usually the 
railroads put up in cash 20 to 25 percent of the cost of the equipment in- 
volved. These obligations also cannot be refunded so at maturity must be 
met out of the cash drawer. There has been a very substantial increase in these 
obligations in the postwar period. This is natural in view of the fact that the 
railroads have been forced to rely almost entirely on this method to obtain funds 
to purchase a vast majority of the equipment. 

As of January 1, 1946. the total outstanding equipment obligations in the in- 
dustry were $773 million, and at the end of 1955 they were $2,537 million. This 
has tended to saturate the market and it has only been with increasing difficulty 
that the investment bankers purchasing equipment trust issues have been able 
to dispose of them. As an indication of the decreasing interest in railroad 
equipment obligations, as of today the industry is in effect dependent almost 
entirely on two investment banking groups for the sale of their equipments. Be- 
tween them these two groups handle about 85 percent of all equipment trust 
obligations marketed. 

To further accentuate the seriousness of the situation, the size of the potent- 
ial market has been materially reduced. In the past, savings banks have been 
one of the major outlets for equipment trust obligations. However, in the past 
few years a number of States, including New York and Pennsylvania, have 
empowered the savings banks to buy preferred and common stocks. This, coupled 
with the fact that most savings banks have been very substantially increasing 
their mortgage portfolios, has resulted in a very limited demand on their part for 
equipment trust obligations. 

On top of this, the commercial banks of the country, long-time purchasers of 
equipment obligations, have been hard pressed to find sufficient funds to meet 
loan demands, and I think you are well aware of the tightness of money at the 
present time. As a result, and we see no immediate prospect of relief in this 
connection, the commercial banks are primarily reducing their investment port- 
folios in order to raise funds for additional loans. Despite this liquidation, as 
of the beginning of this year the commercial banks of this country were in debt 
to the Federal Reserve to the extent of $370 million. Therefore it seems ap- 
parent that there will be a further liquidation of securities by the commercial 
banks. Consequently it may be many years before they again, if ever, become 
an important factor in the equipment market. 

In other words, the credit standing of the railroads has deteriorated, they 
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have been more and more restricted for their source of funds to the equipment 
trust market, and that in turn has become saturated and from a supply stand- 
point the size of the market is shrinking. 

Many railroad companies are extremely worried at the present time as to 
how they are going to be able to finance equipment purchases, not in the year 
1960 or 1965, but in 1957. If it should become impossible to finance equipment 
purchases, obviously it will become impossible for the railroads not only to meet 
expanding demand but to replace equipment which is wearing out year by year. 
If this is true, then in turn, they will be unable to provide the service necessary 
to industry in general and will obviously not have the ability to meet the de- 
mands of a wartime economy. This sounds like a bleak picture, but factually 
it is true and the only possible offset is that we are hopeful that through the 
solution of a number of the problems cited today such a tragic eventuality will 
ultimately be averted. 

Again, to show how the popularity of the railroads from an investment stand- 
point has decreased and the credit of the industry eroded contrasted to other 
industries, chart M shows that of the new securities issued by the railroads 
in the period 1948 through 1955, as compiled by the Securities and Exchange 
Commission, only $12 million, or two-tenths of 1 percent, represented stock or 
equity financing. Most of this can be traced to two railroads. In 1951, the 
Nickel Plate raised $5,065,000 through the sale of common stock to reimburse 
its treasury for capital expenditures made, and in 1955 the Western Maryland 
realized $5,272,000 in this manner to provide a part of the funds required to 
pay off the accumulated arrears of dividends on its preferred stock. 

Contrasted with this is the showing in manufacturing industries where 21 
percent of the new securities issued represented stock or equity financing, or 
28 percent for electric, gas, and water, 10 percent for communications, and 2: 
percent for all other industries. 

In the communications industry, nearly half of the securities classed as bonds 
were of the convertible type issued by one company, and its experience indicates 
that 99 percent of such bonds are converted into stock. If adjustment is made 
for this conversion, then 53 percent of the communications industry financing 
was represented by equity financing. Furthermore, of the $5,352 million of bonds 
issued by railroads, $3,721 million, or 70 percent, were equipment obligations, 
and again I repeat they mature serially over a 15-year period, or less, are not 
subject to refunding, and, therefore, must be met from the cash earnings of 
the railroads. 

Therefore, to finance improvements to the road, to obtain downpayments for 
equipment financing, and to finance any expansion, until some drastic change 
for the better occurs in the railroad-industry we must depend almost entirely 
on retained earnings and depreciation cash. Depreciation charges are based on 
cost figures, a totally unrealistic life expectancy, and, because of the infla- 
tionary spiral in the postwar period, there is a further gap representing the 
difference between cost figures dating back some years and today’s replacement 
value. 

Now let us examine the future outlook from a financial standpoint. In 
chart P a comparison is made with the same industry groups used in connection 
with my remarks concerning working capital. Approximately 35 percent of the 
total capitalization of class I railroads is in the form of debt and for Penn- 
sylvania Railroad 34 percent. For the other industries shown the percentage of 
debt to total capitalization ranges from a low of 8 percent in the case of the 
metals and mining industry to a high of 28 percent in the case of the tire and 
rubber industry. 

To go back to the Pennsylvaia Railroad for a moment, as the public appraises 
it, the ratio of debt to total capitalization is much higher than the 34 percent 
shown on the chart. On the basis of market value, our debt comprises approxi- 
mately 74 percent of total capitalization. We have not attempted to develop com- 
parable figures on this basis for the class I railroads or the other industries 
shown but I did want to call attention to the situation so far as we are concerned. 

Not only does the debt of the railroads constitute a higher percentage of 
capitalization than is generally found in other industries, but more important, 
as we have seen from the chart dealing with the composition of debt, a higher 
proportion of that debt is in the form of equipment obligations which are non- 
refundable and which impose an ever-increasing drain on cash. This condition 
is not found in the other industries. 
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Looking ahead 10 years, it appears from chart Q that the cash outlay for 
payment of existing debt maturities, both bond and equipment, plus an estimate 
of maturities resulting from projected equipment financing, will mean that 
over this period the class I railroads will be called upon to put out $4,213 
million or roughly $420 million a year just to meet maturities. Now if we add 
to that the interest charges on this debt, we find that we come up with a total 
figure for debt service during the 10-year period of almost $8 billion, actually 
an average of $785 million a year. With one possible exception, all of this 
must be paid out in cash, since obviously interest charges are not susceptible 
to refunding, nor are equipment maturities. The bond maturities, which it is 
true in some cases might be refunded, only amount to $713 million, or less than 
10 percent, and these figures have been adjusted to the extent that planned 
refundings on the part of the Pennsylvania Railroad, in the amount of $75 
million, have been eliminated. Naturally the intentions of all the other class I 
railroads are not known to us, but any variation in this figure would not be of 
great significance in any event. 

Turning to the Pennsylvania Railroad, we find in chart R that during the 
same period it is estimated that the cash outlay for payment of principal of 
outstanding and projected debt, after allowing for certain refunding operations, 
still comes to a total of $552 million, and if we add to this estimate the annual 
interest charges of $329 million, we have a grand total of $881 million payable 
by the Pennsylvania Railroad during the period, or slightly more than 10 
percent of the debt service of the industry. This represents an average of $88 
million a year, and I might add it does not allow anything for the cost to the 
Pennsylvania Railroad for the floating of any additional bonded debt to finance 
expansion, other than equipment purchases. In the case of the latter, we have 
estimated that equipment debt will be expanded by about 20 percent industry- 
wise. We know this is insufficient to finance the amount of equipment which 
we believe will be needed, but we do believe this is probably the maximum that 
we can be reasonably sure the market can absorb. In the 10-year period ahead 
of us, a substantial portion of this 20 percent increase may very well be 
required to meet anticipated increased costs of equipment, and to the extent 
that it is, it will further handicap the railroads in procuring sufficient equip- 
ment to meet projected demands. 

In the case of the Pennsylvania Railroad, we have only allowed for the 
issuance of $30 million equipments a year, which represents actually a decrease 
over what we have outstanding over the period, but necessity dictates this 
policy if we are to preserve even our deteriorated credit standing. I can assure 
you that both the industry and the Pennsylvania Railroad are faced with an 
almost unsurmountable drain from this standpoint, coupled with all the other 
factors present. 

Chart S sets forth the sources and applications of funds on a cash basis for 
the industry as a whole, as projected over the next 10 years. On the left-hand 
side are indicated the amounts of cash it is estimated will be available and 
the sources from which they will be derived. First of all is the item of $6,600 
million representing depreciation. This figure is arrived at based on figures 
compiled by the American Association of Railroads as received from various 
class I railroads as to their projected capital expenditures. Next is $4 billion 
which will be derived through financing, or in other words, through the sale 
of equipment obligations. Here again, although the announced intentions of 
all the class I railroads indicate very large expenditures for equipment, we 
have felt called upon to limit the amount that can be realized to $400 million 
a year as being the amount we believe the market may be able to absorb. The 
net income figure of $8,400 million is based on average earnings of the railroads 
over the last 5 years. Obviously we had to make some assumptions in this 
connection, and as of now, we know of no reason why the railroads will fare any 
better than in the past 5 years, which has been an era of great prosperity 
generally, although as pointed out previously not shared in to any great extent 
by the railroads. 

If anything, this earnings estimate may be too optimistic since they have 
been distorted by accelerated amortization. However, as indicated on the 


chart the amount available from all sources aggregates $19 billion during the 
10-year period. 


93396—57——-17 
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Turning now to the application of funds during this period, maturities of 
bonded and equipment debt amount to $4,200 million, capital expenditures at 
an average of $1% billion a year, based on figures compiled by the American 
Association of Railroads from class I railroads directly, total $15 billion, and 
dividends are estimated to be $3,900 million. This figure is based on the average 
dividends paid over the last 5 years. You will note that there will be a cash 
deficiency during the period of more than $4 billion, or in other words, just 
over $400 million a year. 

In our opinion, the capital expenditures shown are far below what actually 
are needed. However, in the event some question might be raised as to this 
item, in the second column in table 23 we have reduced capital expenditures to 
$11,200 million, representing the average expenditures for this purpose over the 
last 5 years. All other figures are the same, except that with reduced capital 
expenditures there is obviously a slight reduction in depreciation as a source 
of cash. Since we all know that these expenditures have been inadequate, and 
furthermore that even to duplicate the same facilities would cost more because 
of increased costs, they are definitely out of line. However, even on this 
reduced basis, a loss is shown in working capital during the period of $600 
million. ; 

This $600 million figure compares with working capital of all class I railroads 
at the end of 1956 of about $1 billion, so that if such a cash loss is sustained, 
working capital would be cut about 60 percent. If, as shown in the chart, the 
loss in cash is over $4 billion, the industry would have a working capital deficit 
of $3 billion. Obviously, in such an event, the railroads could not operate in 
solvency. 

Turning to chart T and the situation with respect to the Pennsylvania Rail- 
road, where I know the situation more intimately, capital expenditures have 
been estimated at $120 million a year. We actually know that, based on the 
condition of our freight equipment and the antiquated state of our passenger 
equipment, plus the need for pressing improvements to our road in the way of 
centralized traffic control, modernization of yards, and straightening of track 
curvatures, we should spend $200 million a year, or $2 billion over the 10-year 
period. 

However, on the basis of $120 million a year, over the 10-year period we will 
be short $615 million, which compares with working capital at the end of 1956 
of $72 million. If we consider the situation, as shown on the second column 
of table 24, on the basis of capital expenditures over the last 5 years, which were 
insufficient, we still come up with a deficit of more than $200 million. Obviously, 
we could not afford either of these deficits and remain solvent. 

I think these sources and application charts, together with the other facts 
we have examined, point up clearly the problems which the railroads face. We 
are dealing with a patient which is seriously ill and which cannot withstand 
very much more in the way of additional adversity. If we are to keep pace 
with the anticipated growth in the Nation’s economy, some means must be 
found to place the physical property of the railroad industry in excellent condi- 
tion, and also allow it to acquire additional capacity to meet increasing de- 
mands, without further endangering its financial position. The result other- 
wise will be that industry in general will be hampered by an inefficient transporta- 
tion system, and in the event of war the very life of the country may be en- 
dangered. 

None of the figures you have seen includes increases in cost because of the 
proposed legislation before this committee. Previous testimony on behalf of the 
railroad industry has indicated how substantial these costs will be. Under the 
circumstances existing today, we do not believe there is any reasonable justi- 
fication at this critical point to add additional unnecessary burdens on the 
industry. 

Initially I indicated that what I have presented to you today is a condensation 
of the complete statement which I have asked to file with you. I hope that you 

will accept the complete statement for filing and give it consideration, because 
I have dealt only with the highlights. The complete statement contains many 
pertinent facts which warrant your study and consideration. I respectfully 
urge that the legislation before this committee not be reported favorably. 


een ence cn 
cL 
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TABLE 1.—Highlights, the Pennsylvania RR. Co. 


OPERATING RESULTS 


Operating revenues 
i ce eterna 
Net income per dollar of operat- 
ing revenues us 
Operating ratio_-_-......percent_- 
Maintenance-of-way and struc- 
tures ratio_...........percent_- 
Maintenance of equipment ratio 
percent__ 

Transportation ratio.._...do-__-_- 
Return on investment in rail- 
road property 


FINANCIAL DATA 


Working capital_...............- 
Gross capital expenditures, in- 

cluding leased lines 
oar opinion tune 
Equipment obligations --_-_-____-- 
Net worth (book value) 


ON A PER SHARE BASIS 


Income before taxes__........--- 
CE it ineciie tame 
Net income--- tian ockstg a 
Dividends paid ---- a 

Net worth (book value) 


EMPLOYES 


Average number of employes----} 
Total salaries and wages paid_--- 


OTHER STATISTICS 


Freight train-miles___.....-.-_--- 
Revenue ton-miles-_ thousands. . 
Average revenue per ton-mile 


Passenger train-miles_---_...-..-- 
Revenue passenger-miles 
thousands. - 











1956 1955 1954 1953 
$991, 107,116] $934, 972,870) $848, 805, 154) $1, 034, 394, 640 
$41, 545,435) $41,183,533) $18, 552, ae $38, 875, 228 
4.19 4.40 2. 19) 3. 76) 
82. 41 82. 16) 83. 97 83. 58 
10. 64! 10. 87| 11. 40 13. 69) 
20. 00 21. 21) 21. 42) 22. 27 
45. 02) 44.18) 45. 26) 41. 80} 
| 
2. 80} 2. 87| 1. 96) 2. 98] 
| 
| 
$109, 808, 732| $122, 220,347} $144, 601,919) $143, 699, 597) 
| 
$86, 090,213} $65, 783,975] $40,995,221) $72, 797,377 
$419, 626,000} $434, 237,000} $449, 584,000} $463, 375, 000) 
$299, 469, 230] $303, 783,041) $317, 394,325) $346, 001, 119) 


$1, 409, 078, 578 


$8. 64 
$5. 48 
$3. 16 
$1. 55 
$107. 01 


103, 624 
$542, 332, 627 


36, 482, 731 
53, 427, 956 


1. 435 
28, 702, 134 


3, 719, 882 
3. 328 





$1, 419, 520, 623) 


$7. 80 
$4. 67 
$3. 13 
$1. 50 
$107. 80 


106, 195 
$509, 493, 904 


35, 526, 453 


50, 134, 500 | 


1. 433 
30, 154, 526 


3, 744, 400 
3. 236 


$1, 408, 338, 236) 


$5. 88 
$4. 47 
$1. 41 
$0. 75 | 
$106. 95 


100, 544 
| $467, 402, 725 


31, 238, 563 
42, 356, 265 


1. 483 
30, 803, 251 


3, 881, 216 
3. 259 | 








$1, 378, 341, 335 


$8. 29 | 
$5. 34 
$2.95 
$1. 50 
$104. 68 | 


126, 359 | 
$565, 836, 051 


36, 602, 304 
50, 241, 369 


1. 567 
33, 088, 306 


4, 322, 525 
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$1, 028, 750, 217 
$39, 312, 228 


$163, 475, 901 


$123, 321, 217 
$479, 023, 000 
$350, 738, 605 
$1, 358, 303, 987 


$8. 28 
$5. 29 
$2. 99 
$1.00 
$103. 15 


125, 924 
$565, 585, 008 


35, 801, 277 
50, 101, 843 


1, 532 
35, 513, 293 


4, 749, 918 


3. 291 
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TABLE 2.—Comparison of rate of return (percent) on net assets with yield on 
long-term U.8. Treasury bonds, 1940-55 








| (1) (2) (3) (4) (5) 
Long-term U.S. Treasury 
| bonds | 
Year | a Pennsyl- Class I | Public Manufac- 
| vania RR. railroads | utilities | turing cor- 
| . Partially Taxable | | | porations 
| tax exempt r 15 years or | | | 
more | | | 
| j 
, ss 2. 26 | eas odie 3. 50 Lz 7.2 | 10.3 
leds 026'1...2..... 4.87 | 4.6 | 6.7 12.4 
ESE ES. ES 2.09 2. 46 | 9. 23 | 8.3 | 6.0 10. 1 
en teens ee 2 47 | 7. 46 7.8 | 6.5 9.9 
Strahan baka lomciekonch -| 2. 48 5. 46 5.7 | 6.5 9.8 
1945..._. i iad saseess inalaeniaetieds | 2. 37 4.11 3.7 | 6.7 9.1 
1946____. a _ session iaintoliais 2.19 I (. 31) | 2.3 | 8.2 12.1 
Rete to ee 2. 25 | 81 | 3.8 | 8.0 | 17.0 
1948_..__- oan ca adielechale 2. 44 | 3.00 | 5.3 8.4 18.9 
RO caine tpl ie sso ouside 2.31 | 1.06 | 3.2 | 8.7 13.8 
i ensacitretcahkocs scents 2.32 | 3.09 | 5.6 | 9.8 17.1 
ce hich taditaialetvtbersaris bis talents insiomindso at 2. 57 | 2.19 | 4.8 | 9.0 14.4 
a 2. 68 2.94 5.5 | 9.0 | 12.3 
it A da ein 2.93 | 2. 86 | 5.7 | 9,2 | 12.5 
i le cannes haath sadditiotsctee ieee 2. 53 1.35 | 4.1 | 9.3 | 12,4 
Pe ictiiesilendsicdihnnidll siseretintiinnechiane 2.80 | 2. 92 5.7 9.7 15.0 
1 Deficit. 


NoTEe.—Ratio of net income to net assets. Net income is taken as reported, after depreciation, interest, 
taxes, and other charges and reserves, but before dividends. Net assets represent book value of out- 
standing preferred and common stock and surplus account at beginning of each year. 

Source: First National City Bank of New York; Federal Reserve. 


TaBLeE 3.—The Pennsylvania RR. Co. relationship of net income and dividends 
paid to net assets 





} ! 

| Percentage | Percentage 

Year Net assets ! Net income | Dividends | of net income | of dividends 

| | to net assets | to net assets 

(1) (2) (3) (4) (5) 
Millions | Millions | Millions 

ee : Shkincleainlensinien $1, 239.0 | $43.3 | $19.8 3. 50 1. 59 
_ ees . 1, 134.1 | 55. 2 | 26.3 4.87 2. 32 
1942___ > : 1, 152.9 106. 4 32.9 9. 23 2. 86 
1943___ 1, 219.0 91.0 32.9 7.46 2. 70 
1944___ 1, 274.4 | 69. 6 32.9 5. 46 2. 58 
1945_. . 1, 310.4 53.8 32.9 | 4.11 2. 51 
1946_...- 1, 305. 4 | 2 (4.0 19.8 2 (31 1. 51 
BE ice aiccxdpmieremasnah ya 1, 279. 5 | 10.4 6.6 81 51 
1948... _- “4 1, 268.2 | 38. 1 13.2 3.00 1. 04 
tite ite aawel is a eet 1, 291.0 | 13.7 9.9 1.06 76 
SPOON ip tba senna ace = 1, 295. 2 | 40.0 13.2 3.09 1.02 
awawa Shires naiteansinieaeal 1, 318.3 | 28. 9 13.2 2.19 | 1.00 
_ 1, 335. 2 | 39.3 13.2 | 2.94 | 99 
1953... a 1, 358.3 38.9 19.8 2. 86 | 1.45 
1954... _. a g 1, 378.3 | 18.6 9.9 1.35 .72 
Pe ciciedicnicas Tics neesis tx 1, 408.3 41.2 19.8 2. 92 | 1.40 








1 As of Jan. 1 of each year. 
2 Deficit. 
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CHART B 


RATE OF RETURN ON NET ASSETS = LEADING CORPORATIONS 
Calendar Year 1955 
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| 10, Nonferrous metals . 16, LOU a \ 
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/ 16. Automobile parts 15.3 VEST A 
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| 21. Lasber oo Penne nee ae STARRETT 
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26> Chain tar es = Tood nt 
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}_ 30. Construction  —_—§“ ss a. Sea 
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| 32. Mail order 12.3 
33. TOTAL AMUSEMENTS, SERVICES, ETC. 12.3 
H 34s Miscellaneous transportation 12.2 
} + Dai ni ie a 
1} 32 GRAND TOTAL | 12.0 
| 37. Baking 11.9 
38. TOTAL MINING, QUARRYING 1.9 
| 39. Miscellaneous manufacturing u.8 
| - Other food products eee a ae 
| + Tobacco products 11.7 
42. Household appliances 11.6 
| 43. Machinery 11.6 
| 44. Shoes, leather, etc. 11.5 
| 5. Building, heating, plumbing, equipment __ 11.5 
46. Restaurant and hotel 21.5 


47. TOTAL TRADE i. 
} 48. Hardware and tools 
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| 
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TABLE 4.—Trends in the transportation industry compared with all other industry 





Percent 
increase 
Gross national product in constant 1947 dollars (billions of | 
dollars) bits 
600, 055 | 
Corporate sales (millions of dollars): 
Transportation $9, G88 
All other $128, 952 $533, 538 
Corporate profits after taxes (million of dollars): 
Transportation $902 | $654 | 
All other $7, 357 | $20, 479 | 


1 Deficit. 
Source: Economic Almanac, National Industrial Conference Board. 


CHART CO 


CLASS _I RAILROADS & LESSORS 
FUNDED DEBT OUTSTANDING 


cludes Debt in Default 


EQUIPMENT OBLIGATIONS 


MILLIONS OF DOLLARS 
12/31/55 12/31/40 DECREASE 
BONDED DEBT $7,207.5 $10,890.6  $3,683,1 
EQUIP, DEBT 2,537.3 480.5 I 2,056.8 
TOTAL $9,744.8 $11,371.1  $1,626,3 


nh 


0 , 
1940 


Source: I. C. C. Annual Report 
(Lessors debt 12/31/55 estimated) 
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CHarRT D 
CLASS I RAILROADS & LESSORS 


Millions FUNDED DEBT OUTSTANDING AND DUE WITHIN TWENTY YEARS 
of 


Dollars AS OF DECEMBER 31ST OF THE YEARS INDICATED 
11,371 (Excludes Debt in Default ) 


9,373 


Debt due within 


Twenty Years 58. 5% 


49. 0% 


1940 1945 1950 
source; I.C.C. Annual Report, Moody's Transportation Manual 
(Lessors debt 12/31/55 Estimated) 
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CuHartT F 
THE PENNSYLVANIA RAILROAD COMPANY (Consolidated Basis) 
FUNDED DEBT OUTSTANDING AND DUE WITHIN TWENTY YEARS 
Millions AS OF DECEMBER 31ST OF THE YEAR INDICATED Millions 
of of 
Dollars Dollars 
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CHart G 
CLASS I RAILROADS 
COMPARISON OF WORKING CAPITAL* WITH GROSS OPERATING REVENUES 


Millions 
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Source: 1.C,C. Annual Report and Statement M-125 
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TABLE 7.—Class I railroads, comparison of working capital, after deduction of 
1-year maturities, with gross operating revenues 


] | ! 





Excess of Working Working 
Operating current l-year Working capital as | Materials capital 

revenues | assets over | maturities capital percent of | and sup- | (less mate- 

Year current operating plies rials and 

liabilities revenues supplies) 

(1) (2) (3) (4) (5) (6) (7) 

Millions Millions Millions Millions Millions Millions 
EEE $4, 296. 6 $548. 2 $175.0 373. 2 8.7 $334. 7 $38.5 
ME x sessbackd vu 5, 346. 7 $16.5 177.2 639.3 11.9 460. 1 179. 2 
agaist are 7, 465.8 1, 263. 4 301.3 962. 1 12.9 503. 9 458. 2 
ear = 9, 054. 7 , 569. 1 308. 8 1, 260. 2 13.9 532. 5 727.7 
i titidutan dae 9, 436. 8 1, 662. 7 228. 4 1, 434. 3 15.2 603. 9 830. 4 
Sh: <nivecdess? 8, 902. 2 2, 255. 0 220. 9 2, 034. 1 22.8 595.8 1, 438.3 
1946_. ‘ 7, 627.7 1, 913.5 232. 8 1, 680.7 22.0 653. 9 1, 026. 7 
DE Sabdeccneet 8, 684.9 1, 628.3 245.8 1, 382. 4 15.9 758. 0 624. 4 
i ae 9, 671.7 1, 597.8 331.5 1, 266. 3 13.1 852.2 414.2 
eee aR 8, 580. 1 1, 383.0 320. 4 1, 062. 5 12.4 725. 4 337. 2 
aS 9, 473.1 1, 531.7 308. 5 1, 223. 2 12.9 725. 8 497.3 
1961_...- ; 10, 390. 6 1, 440. 5 330. 1 1,110.4 10.7 909. 6 200. 9 
1952_-. ‘ 10, 580. 8 1, 515.4 317.6 1, 197.9 11.3 839. 8 358. 1 
1053. .... 3 10, 664. 2 1, 444.5 405.3 1, 039. 2 9.7 839.9 199.3 
1954 i 9, 370.8 1, 507.1 341.9 1, 165.3 12.4 698. 0 467.2 
1955 i 10, 106.3 1, 598. 7 385. 5 1, 213.2 12.0 666. 2 547.0 


Note.—l-year maturities computed on basis of debt due in 6 months, as reported on Dec. 31 of each 
year and June 30 of the subsequent year. 


Source: ICC annual report; statement M-125. 
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TABLE 8.—The Pennsylvania RR. Co., comparison of working capital, after 
deduction of 1-year maturities, with gross operating revenues 


Year 


1 Deficit. 


Operating 
revenues 


(1) 


Millions 
$477.6 
614.0 
838. 5 
979.8 
1,010.0 
936. 5 
822.0 
903. 3 

1, 000. 0 
848. 2 
930. 1 
1, 044.4 
1, 028.8 
1, 034. 4 
848.8 
935. 0 


93396—57——18 


| 





Excess of 
current 
assets over 
current 
liabilities 


(2) 
Millions 


$94. 0 
70.7 


101.9 | 
93. 5 | 
113.1 | 


156. 2 
108. 5 


86.9 | 


165.7 
147.2 
154.7 
161.9 


163.5 | 


143. 7 
144. 6 


122. 2 | 





1-year 
maturities 


(3) 


Millions 


wo 


10. 
9. 
16. 
11. 
12. 
12, 
41. 
18. 
20. 
23. 
37. 
35. 
36. 
37. 
36. 4 


Noe ares 


Ce OT 
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| 
| 


on 





Working 
capital 


(4) 


Millions 
$85. 
60. 


~s 


1 





_ 
bt 
OM WP ONO, Re tO 





Working 
capital as 
percent of 
operating 
revenues 


Millions 
17.9 
9.8 
11.0 
7.9 


10.0 


an 
Ose 


Materials 
and sup- 
plies 


(6) 


Millions 


% 
Se 
So 


58. 
51. 
45. 
. 47. 
45. 
52. 
63. 
69. 
68. 
65. 
89. 
68. 
69. 
63. 
56. 





WOH AOI OrW ordre OO 
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capital 
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Millions 
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CHartT J 


PERCENTAGE OF WORKING CAPITAL *TO VOLUME OF BUSINESS 
P.R.R, AND CERTAIN INDUSTRIAL GROUPS 
1955 


PERCENT 
0 10 20 30 40 50 60 















a]. 


Class I RRs 12.0% 


*Less one-year maturities; 
includes materials and supplies 
or inventories 


ee ee Te 


Food Products 22.2% 


Building Materials 28. 2% 


Tire and Rubber 29.7% 


Chemical 31.8% 


Metals and Mining 42. 3% 


Agricultural Machinery 
0 10 20 30 40 50 60 


PERCENT 
‘Source: I. C.C. Annual Report, Statement M-125 


and Studley Shupert & Co., Inc. Industry Composite 
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CHART K 


PERCENTAGE OF WORKING CAPITAL *TO VOLUME OF BUSINESS 
P.R.R, AND CERTAIN INDUSTRIAL GROUPS 


1955 


PERCENT 
0 10 20 30 40 








*Less one-year maturities and 
3. 2% excluding inventories or 
materials and supplies 


ClassI] 5.4% 





Food 4.3% 


Steel 





Building Materials} 11.6% 


Chemical 16.6% 





Agricultural Machinery 18.0% 


Metals and Mining 


0 10 20 30 40: 


PERCENT 
Source: I,C.C. Annual Report, Statement M-125 


and Studley Shupert & Co., Inc, Industry Composite 
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TABLE 9.—Percentage of working capital to volume of business, Pennsylvania RR. 
and certain industrial groups, 1955 * 


Pennsylvania RR 
Class I 
Food -. 


Chemical... __.-- . 
Agricultural machinery 
Metals and mining 





Percent of 


Percent of 











Working working Working | working 
Sales capital capital capital less capital less 
to sales inventory inventory 
to sales 
(1) (2) (3) (4) (5) 
Millions Millions | Millions 
$935. 0 $85. 8 9.2 $29. 5 3.2 
10, 106. 4 1, 213. 2 12.0 547.0 5.4 
2, 331.6 517.4 22. 2 99.7 4.3 
4, 509. 2 1, 340.2 29.7 394. 1 8.7 
18, 083.8 3, 942.1 21.8 1, 734.2 | 9.6 
11, 155. 6 2, 742.6 | 24.6 1, 174.8 10.5 
3, 670.7 | 1, 033. 7 28. 2 424.1 11.6 
6, 306. 0 2, 005. 31.8 1, 045.0 16.6 
2, 262. 5 1, 102.7 48.7 407.3 18.0 
1, 606. 5 679.9 42.3 391.2 24.4 








1 Less 1-year maturities. 


Source: ICC annual report, statement M-125, and Studley, Shupert & Co., Inc., industry composite. 
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CuHart L 
PERCENTAGE OF NET INCO:JE APPLICABLE TO COMMON STOCK 
DISTRIBUTED AS DIVIDENDS 





PERCENT 


0 20 4 60 80 









lil nh 
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Class I Railroads 


Period 


1946-1955 Dow-Jones Railroads Average 


* Dow-Jones Utilities Average 


ad 
Dow-Jones Industrials Average ‘ 
ae eee 


ee 
= 


ed 
Dow-Jones Railroads Average 











Period 
1961-1865 


Dow-Jones Utilitios Average 


58. 8% 


Year 
1966 


Dow-Jones Industrials Average 


40 
PERCENT 


Source; I, C, C. Annual Report, Moody's Manuals, 
and Studley, Shupert & Co. Inc, Analyses 
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TABLE 10.—Companies included in Dow Jones averages 


RAILROADS 


Atchison, Topeka & Santa Fe 
Atlantic Coast Line 

Baltimore & Ohio 

Canadian Pacific 

Chesapeake & Ohio 

Chicago, Rock Island & Pacifi:gstet™ 
Delaware & Hudson 

Erie 

Great Northern 

Illinois Central 


Kansas City Southern 

Louisville & Nashville 

New York Central 

New York, Chicago & St. Louis 

New York, New Haven & Hartford 
ayo — 

Sslasic., 

Feunsyivania 

Southern Pacific 

Southern Railway 

Um, aan 


UTILITIES 


American Gas & Electric 
Cleveland Electric Illuminating 
Columbia Gas System 
Sommonwealth Edison 
Consolidated Edison 
Consolidated Natural Gas 
Detroit Edison 

Houston Light & Power 


Niagara Mohawk Power 

Pacific Gas & Electric 

Panhandle Electric Power & Light 
Peoples Gas 

Philadelphia Electric 

Public Service Electric & Gas Co. 
Southern California Edison 


INDUSTRIALS 


Allied Chemical 

American Can Co. 

American Smelting & Refining 
American Telephone and Telegraph 
American Tobacco 

Bethlehem Steel 

Chrysler 

Corn Products 

Du Pont 

Eastman Kodak 

General Electric 

General Foods 

General Motors 

Goodyear 

International Harvester 


International Nickel 
Johns Manville 

Loew’s, Ine. 

National Distillers 
National Steel 

Procter & Gamble 

Sears, Roebuck 

Standard Oil of California 
Standard Oil of New Jersey 
Texas Co. 

Union Carbide 

United Aircraft 

United States Steel 
Westinghouse Electric 
Woolworth 


TABLE 11.—Rate of return on net assets, class I railroads and public utilities 


Class I railroads 


Public utilities 











Net assets !| Net income | Rate of Net assets ! Net income | Rate of 
| |} return return 
| | | | 
(1) | (3) (4 | (5 i (6 
| | } 
Bc _ a ee 
| Thousands Thousands | Percent Thousands | Thousands | Percent 
1946 $12, 665, 923 $287, 139 3.3 | $9, 426, 343 | . , 002 8.2 
1047 12, 715,977 | 478, 875 3.8 9, 710, 301 2, 056 8.0 
1948 13, 094, 224 | 698, 011 5.3} 10,470, 496 | 3, 500 8.4 
1949 13, 725, 192 | 438, 158 | 3.2 11, 757, 127 | , 828 8.7 
1950 13, 923, 456 | 783, 377 5.6 13, 288, 488 | 718 | 9.8 
1951 14, 439, 447 | 693, 057 | 4.8 15, 157, 239 | . 962 9.0 
1952 14, 867, 836 | 824, 471 | 5.5 | 17,013, 367 | 532, 882 9.0 
10563... 15, 376, 024 870,822} 5.7 | 9 | , 176 9.2 
1954 16, 236, 452 673, 597 | 4.1 | 9 | 32, 568 9.3 
1955 : 16, 284, 847 925, 067 5.7 2 | 5, 795 9.7 
A verage, 1946-55. .._.-_- 14, 332, 937 667, 257 4.7 14, 968, 300 1, 357, 249 9.1 
| 





1 As of January 1 in each year. 
Source: First National City Bank of New York. 
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TABLE 13.—Funds required for purchase of freight car, 1957 compared with 1948 











| | 
ie 1957 | 1948 | Increase 
an | —T ce 
Percent | Amount Percent - Amount | Amount | Percent 

— 3 a a aa 

: | 
Basic purchase price ---__- $8, 900 aa 4,800 _%4, 100 | 85. 4 

Funds required: | 
Downpayment-__.____...-_-- ne 25. 00 2, 225 | 20.0 960 | 1, 265 | 131.8 
Financing (15 years) - - : 3 6, 675 | 3, 840 | 2, 835 | 73.8 
Basic cost_- j a | 8,900 |. 4, 800 4,100 85.4 
Interest on debt __- Se ; 4. 33 | 2, 240 | 2.5 768 1,472 191.7 
Total cost_...... ovacegneenacckt Scaemecuee 11, 140 | 5, 568 5, 572 100, 1 


RELATIVE POST-WAR GROWTH 
375 §— REVENUES J cRS - 


(1946 = 100) 


350 


325 





Note: Includes only carriers ae to 
regulation by the I.C.C. and C. A. B. 
300 t+ _ 
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TABLE 14.—Relative postwar growth revenues of public carriers,’ by type, 1946-55 


[Millions of — 






































Pennsyl- 
} Vania Railroads Trucks Airlines Bus Pipe- Water 
Year | lines 
| = (I) | (2) (3) @ | © (6) (7) 
sigiytnapinisbaeepetin iene siesta aati helical | a i 

| 
a ; $822.0 | $7, 709.2 | $1, 654. 5 | $316.2 | $555.1 | $203.7 | $104.1 
1947___. eid 903.3} 8, 784.2 2, 213.6 364.8 534.0 325.2 | 164.7 
1948 999. 9 9, 784.3 2, 698. 1 434.3 | 5654 377.0] 1833 
1949____ Socal 848. 2 | 8,680.8 | 2,911.2 486.0] 554.1 376.5] 219.2 
1950___. 930. 1 9, 587.0 3, 737. 1 557.8 | 588.7] 441.6] 260.0 
1951 __- | 1,044.4] 10,5116] 4,169.2 702.4| 5781) 524.0} 257.7 
1952_- | 1, 028.8 | 10, 702. 9 4,417.5 817.7] 601.6] 562.3] 266.5 
1953_- | 1,034.4 10,787.9| 4,926.4 937.5 | 613.9} 591.2] 299.3 
1954 848. 8 9, 484.0 4, 737.1 1,042.8] 561.3} 617.0] 350.1 
1955 935.0 | 210,217.8 | 25,534.0/ 1,201.0| 2560,0] 677.0} 2410.0 

| | | i | | 

INDEX OF REVENUES (1946=100) 
| 

1946 100 100 | 100 | 100 | 100 100 | 100 
RT oc, Wandin 110 il4 134 115 | 96 lil 158 
ices cate 122 127 163 | 137 | 102 128 176 
PRS aos ae ee 103 113 176 | 154 100 128 211 
os iniansint nein aaa 113 124 206 | 176 97 150 250 
ORS os 12 136 | 252 222 104 178 247 
es : ; 125 139 | 267 259 108 | 191 256 
1953_- S 126 140 298 296 110 | 201 287 
WO co esc eS 103 123 | 286 330 | 101 210 336 
NOUR... cxtGoncceameaes my #133 | 2 334 380 | 7101 | 230 4394 





1 Includes domestic carriers only. 
3 Estimated. 


Source: ICC and CAB reports. 
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TABLE 15.—Commercial intercity freight traffic in the United States * 


[Millions of ton-miles] 

















| _Rail- Motor- Great Rivers Oil Air Total 
Year roads 3 trucks 3 Lakes‘¢ | andcanals| pipelines carriers 
(1) (2) (3) (4) (5) (6) (7) 

| Pe ee ee ee 
ee 389, 600 | 20, 345 77, 366 9, 087 27, 900 | 4 524, 302 
SL draigitseadeacoeeon 379, 201 62, 043 95, 645 22, 412 59, 277 | 14 618, 592 
vps sphebaaned 481, 756 81, 363 113, 639 26, 815 68, 428 19 772, 020 
See | 645, 422 59, 896 122, 167 26, 398 75, 087 34 929, 004 
SID o:i> svendete dirname 734, 829 56, 784 115, 346 26, 306 97, 867 53 1, 031, 185 
Ec anwdwmnekowes | 746, 912 58, 264 118, 769 31, 386 132, 864 71 1, 088, 266 
Rue csekiteme 690, 809 66, 948 113, 028 29, 709 126, 530 91 1, 027, 115 
Tic catenmcamod 602, 069 81, 992 96, 022 27, 951 95, 727 93 903, 854 
a bomsnad 664, 523 102, 095 112, 165 34, 549 105, 161 158 1, 018, 651 
merce aeeen | 647, 267 116, 045 118, 707 | 5 43, 139 119, 597 223 1, 044, 978 
cisiesndcesanet 534, 694 126, 636 97, 503 41, 893 114, 916 235 915, 877 
.. SSR | 596, 940 172, 860 111, 687 | 51, 657 129, 175 318 1, 062, 637 
DO sien naekanmeinad | 655, 353 188, 012 119, 984 | 5 62, 232 152, 115 379 1, 178, 075 
Sadek «beomead | 623, 373 194, 607 104, 530 | 63, 837 157, 502 415 1, 144, 264 
Dn Gaiwnntienmtain | 614, 199 217, 163 127, 383 | 5 75, 056 169, 884 413 1, 204, 098 
1954 ¢_____ PES ES | 556, 557 214, 626 | 91, 175 5 82, 504 179, 203 397 1, 124, 462 
SD Pi ccttianbian one 631, 300 226, 200 | 118, 800 97, 700 203, 200 481 1, 277, 681 

| 





1 Includes intercity freight traffic of private as well as contract and common carriers, except coastwise and 
intercoastal traffic. 

2 Ton-miles of freight, express, and mail of class I, II, and III line-haul railways and electric railways. 

3 Highway ton-miles include movements between cities and between rural areas and urban areas; rural-to- 
rural movements, city deliveries and city movements to or from contiguous suburbs are omitted. 

4 Includes Canadian and overseas traflic on the Great Lakes. 

§ New coverage accounted for increases over the preceding year of 2.6 billion ton-miles in 1948, 4.3 billion in 
1951, 6.4 billion in 1953, and 6.7 billion in 1954. Thus, the table indicates a greater increase in traffic on 
rivers and canals in recent years than has actually occurred. 

¢ Preliminary. 


Source: Bureau of Railway Economics, AAR. 


TABLE 16.—Commercidl intercity freight traffic in the United States 
[Percentage distribution] 





Rail- Motor- Great Rivers Oil Air Total 


Year roads ! trucks ? Lakes? | and canals! pipelines carriers 
(1) (2) (3) (4) (5) (6) (7) 
Ss ones wekeceaen 74.3 3.9 14.8 1.7 Di Scicicccugeeas 100.0 
eee 61.3 10.0 15.5 3.6 Wt iedccndewces 100. 0 
1941 62.4 10.5 14.7 3.5 HR creinincneacdnmiiie’s 100.0 
insscr eds nonne 69.5 6.5 13.1 2.8 Ria ct aca 100. 0 
Se sc cicacnasimed 71.3 5.5 11.2 2.5 Wie taddanoonaese 100. 0 
tvcadabe aden 68.6 5.4 10.9 2.9 Bt Bokaseecccues 100.0 
= Ke 67.3 6.5 11.0 2.9 Re ic iaiwweweae 100. 0 
1946 - 66. 6 9.1 10.6 3.1 i  Baadetancaes 100.0 
ite rvtncctipiinws 65.3 10.0 11.0 3.4 PA Beta sintcamcimtne 100. 0 
Rian inka e dinlienties 61.9 1L.1 11.4 44.1 SEE odunedias 100. 0 
1949 at 58.4 13.8 10.6 4.6 Sl icneesaes 100. 0 
1950_.. it 56. 2 16.3 10.5 4.9 Be ic tunlnes ve 100. 0 
1951__ leuiahedn 55.6 16.0 10.2 45.3 Be Bes eesheanae 100.0 
1952_ = 54.5 17.0 ai 5.6 PE Giaskctassctasiaaciols 100.0 
Ss apereitndebuoien aiizanine 51.0 18.1 10.6 46.2 WS Tocccucnsccke 100. 0 
ET eile cia aropneeed 49.5 19.1 8.1 47.4 eatin aaeames 100.0 
|) 49.4 17.7 9.3 7.7 TIS Exiidcwnmne 100. 0 


1 Ton-miles of freight, express, and mail of class I, [I, and IIT line-haul railways and electric railways. 

2? Highway ton-miles include movements between cities and between rural areas and urban areas; rural- 
to-rural movements, city deliveries and city movements to or from contiguous suburbs are omitted. 

3 Includes Canadian and overseas traffic on the Great Lakes. 

4 New coverage accounted for increases over the preceding year of 2,600,000,000 ton-miles in 1948, 4,300, - 
000,000 in 1951, 6,400,000,000 in 1953, and 6,700,000,000 in 1954. Thus, the table indicates a greater increase 
in traffic on rivers and canals in recent years than has actually occurred. 

¢ Preliminary. 


Source: Percentages derived from preceding table. 
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TABLE 17.—The Pennsylvania RR. Co.—Average age of freight cars as of 
Jan, 1, 1956 








: ) 
Hopper | Box | Gondola | Other Total 
| | | 
(1) (2) (3) | (4) (5 
= | | | iE a eens 
| | | j 
aa ann 12, 400 | 15, 591 | 2, 484 | 30, 475 
5 to 10 years. _- = aan Sees i 3, 657 3, 499 | 300 | 7, 456 
10 to 15 years. Shiai 1, 196 5, 837 | 6, 572 66 13, 671 
15 to 20 years.-___-- iste wabolheste 10, 460 4, 486 1, 339 16, 285 
20 to 25 years.._......- aie Aide 2,178 1, 649 1, 500 | 5, 327 
25 to 30 years. ___- pie ld asiaeael ac ciel 25, 079 ae 124 | 25, 203 
Over 30 years... eit ee 56, 023 6, 975 5, 783 1,617 | 70, 398 
ee oe 57, 219 66, 586 | 37, 580 | 7, 430 | 168, 815 
' ' ' 





ESTIMATED PRESENT-DAY COST OF REPLACEMENT 











| | 
Hopper, Box, | Gondola, Other, Total cost 
at $8,500 at $9,300 at $8,900 at $8,200 
ee. 
Over = I iciccinatnticneetint ‘ i $476, 195, 500 | $64, 867, 500 $51, 468, 700 $13, 259, 400 l $506, 791, 100 
Over 25 years...........- : inatomasesat WER | 
| 


1, 016, 800 | 234, 251, 500 
z | 





RECAPITULATION OF AMOUNTS WHICH PENNSYLVANIA RR. SHOULD SPEND IN 1957, IF FUNDS WERE AVAILARLE, 
FOR NEW FREICHT EQUIPMENT AND POWER 


70,000 freight cars (over 30 years old) __.__.-_.-.-_- aaa alia at eee $605, 000, 000 
12,000 freight cars account shortages_..______. : 108, 000, 000 
6,000 freight cars account annual re pl acement requireme nts (basis of 30- year life) - ‘ . 64,000, 000 
Additional power at 25 percent of cost of 12,000 additional cars-_--_______- cae 27, 000, OOK 

le as ‘ clendudwiaiiais Suastean ; 794, 000, 00: 


ee 
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CHART P 


PERCENTAGE OF DEBT AND STOCK & SURPLUS 
TO TOTAL CAPITALIZATION 


1955 


C__] vest (OM stock « surPius 


Pennsylvania Railroad 


Class I Railroads 


Tire and Rubber 


Chemical 


Agricultural Machinery 


Food Products 





Bteel 






II} 
{| 











Hi 
WH 














iii i 


Metals and Mining 





Source: I,C,C, Annual Report, and 
Studley, Shupert & Co., Ino. Industry Composite 
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TABLE 18.—Percentage of debt and stock and surplus to total capitalization, 1955 


Percent of 





Pennsylvania RR. Co-_-- 
Class I railroads_ ‘ 
Tire and rubber industry- 
Chemical industry 


Food products industry - - - 
Steel industry --- ‘ : 
Oil industry 

Building materials 





Funded Total stvck | Totalcapi- | Percent of stock and 
debt and surplus talization | debt of total surplus to 
| 
(1) (2) (3) (4) 
setiiia Sealine i - 
Millions Millions | Méillions 
$738.1 | $1, 419. 5 | $2, 157.6 | 34.2 | 65. 
9, 160.0 | 16, 657.0 , 817. 35. 5 | 64 
599. 1 1, 561.2 | 2, 160. ¢ 27.7 | 72. 
| 1,113.4 , 980. 4 , 093. 18.3 81. 
Agricultural machinery industry 283. 6 , 520. 5 , 804. 15.7 | 84. 
144.2 797.0 941.2 | 15.3 | S4. 
1, 149.4 5, 731.5 7, 880.9 | 14.6 | 85. 
2, 263.5 | , 236. 1 8, 499.6 | 12.2 | 87. 
S 180.1 | , 977.6 2, 157. 8.3 | 91. 
Metals and mining industry-__-_-- 157.4 , 819.9 , 977.3 | 8.0 | 92. 





Source: ICC Annual Report and Studley, Shupert & Co. Inc., Industry C 


omposite. 
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TABLE 19.—Class I railroads and lessors cash outlay for payment of debt 


{In millions of dollars] 


Equipment obligations 


As of Dec. 





Bonded 
debt as of 
Dec. 31, 





| New Total | 1955 
31,1955 | financing | 
a | @ @ | @ 
| re 

1956___- ©. $335 |...--- $335 | $79 
1957 _- 308 | $27 | 335 | 58 
1958 272 | 54 | 326 52 
1959 236 81 | 317 | 39 
1960__ 221 | 108 | 329 153 
1961---- 209 | 135 | 344 | 93 
_ See 200 162 362 71 
BD Soe ca seca 188 | 189 377 | 
1964... wenewnwh 170 | 215 385 70 
Rcctennserecteol 146 | 244 390 | 34 

! | 





64 | 


| 


$414 
393 
378 
356 
482 
437 
433 
441 
455 
424 


estimated 


mnnuai 


interest 


$365 
365 
366 
367 
367 


365 | 


363 
362 


361 | 


359 


Total 


outlas 


including 


interest 


$779 
758 
744 
723 
849 
802 
796 
803 
816 
783 


Note.—After giving effect to planned Pennsylvania RR. refunding. Equipment maturities account 
new financing computed on basis of issuance each year of $400,000,000 of equipment obligations to mature 


serially over 15 years. 


Source: Estimate by Financial Department, Pennsylvania RR. Co., based on information contained in 
Moody’s Transportation Manual and ICC Annual Report. 
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CHART R 


solidated Basis 





ENNSYLVANIA RAILROAD COMPANY (Con 


THE P 





CASH OUTLAY FOR PAYMENT OF DEBT 





1956-1965 
LEGEND 


$329, 167, 000 


~ 


In 


WA 


se © @¢¢ 
So. .o, = ..© 
a 6°*6'S6 
sn Ww a 
<= © N oe 
Ss o o ws 
i oe ae 
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So o 

So o 

So o 

= So 

oO o 

a o 

=> col 

So 
oO 

A | 

co 

vu 

~ 

v 

} o 

3 - 

. ? 

oD he 
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084, 000 


$881, 


ONS OF DOLLARS 


il 


MIL 





ng effect to 


‘57 


1956 
NOTE: After givi 





planned refunding 
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TABLE 20.—The Pennsylvania RR. Co. (consolidated basis) cash outlay for 
payment of debt 


[In millions of dollars] 


Equipment obligations Voluntary | Sink- Estimated Total 
Total |Bonded debt ing Total annual outlay 
debt | reduction | funds | outlay | interest including 
As of Dec. New fi- interest 
31, 1956 nancing 
(1) | (2) (3) (4) (5) (6) (7) (8) (9) 
1956... es wkdes $35 $5 $12 $3 $55 $36 $91 
iee..... De Ei cccaeians ot 36 9 12 3 60 35 95 
1958... 34 $2 | 36 5 11 3 55 34 89 
1959. 33 3| 36 5 7 3 51 34 85 
1960_. 32 | 6 38 ll 6 3 58 34 92 
i siaeots 30 | 8 38 7 6 3 54 33 87 
1962___- 30 10 | 40 12 6 3 61 32 93 
1963 __ 27 12 39 9 6 3 57 31 8S 
1964___. 22 | 14 36 4 6 3 54 31 85 
1965____- 21 16 37 Ditndacicne 3 46 30 76 





Note.—Includes provision for refunding $35 million Pennsylvania RR. consolidated 444s in 1960 and $40 
million Pennsylvania RR. general mortgage 444s, series A’s in 1965. 

Equipment maturities account new financing computed on basis of issuance each yearof $30 million equip- 
ment obligations to mature serially over 15 years. 


TABLE 21. 





Effect of accelerated amortization on net income, 1952-56 


[Millions of dollars] 


Tax deferral | 














Net income account | Adjusted net 
accelerated | income 
amortization 
(1) (2) (3) 
Class I railroads: 
Ret aa Risnvceunaessincies $825. 4 | $97.5 | $727.9 
Rage sets hietenehniedebacaseene sitnaiceties 903. 2 | 146. 2 | 757.0 
ili rate teeslipteatidiem angie sar cidpamnaeiatutes -an 681.7 | 149.0 | 532.7 
St Eee 7 ich eaten city Seance iodine 927. 1 177.0 | 750. 1 
I nb dcincibbisa nck atoheti ame aibaennnee nunenimes 1 875.0 1 200.0 | 675.0 
cc eee 4,212. 4 | 769.7 | 3, 442.7 
Average, 1952-56.............- 5 sali eatin in aleieiaaieaesianlt oneal 842. 5 | 153. 9 | 688. 6 
Pennsylvania Railroad Co.: | 
ca at eeenens 39.3 8.8 | 30.5 
itieecn< hie radia Sena dadicannnnnnnintae Selaueen 38. 9 11.6 | 27.3 
Neca eeee eagle yok cocademeok sen : 18.6 | 6.7 | 11.9 
el tcihien ory tntadan eis Ottcianie tani 2 faites ib chlbee = 41.2) 4.4 36.8 
lal aa Se eectieaeealie . apple nn aniline tac 41.5 | 11.7 29.8 
ee dil al Sl hits i aagh ah 179. 5 | 43.2 | 136. 3 
Average, 1952-56..............- desnaietinnjietatnnthtesianents 35.9 8.6 | 27.3 





1 Estimated. 
Source: ICC annual report, and Bureau of Railway Economics, AAR. 


nn Ss sc hehe ene eas eee 
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TABLE 22.—Exrpenditures on new plant and equipment, 1946-55 


Capital Gross capital | Expenditures 
expenditures | assets (except | as percent 








1946-55 land) 1952 of assets 
(1) (2) (3) 
Millions Millions 
iii at citiiiiccsenctdcccusedcassnvendeaaepaabeaand $11, 212 $26, 000 43.10 
Transportation other than rail (trucks, buses, urban mass 

transportation, air, ocean shipping, inland waterways, 

NNN «<5. ceaehacivemsesnaeeenneaeees sorebeabaneetanee 13, 274 12, 600 105. 40 
II tis ctaiawaimdariian incase iawnaimunaemnnanneaitl 31, 939 35, 470 90. 05 
nk oc hdl pki anaenle bees eecaiens 96, 136 98, 378 97. 72 
a umsininnpedpth eearcmsiinmisabmeigmivel 8, 641 10, 160 85. 05 
a ea rica sisaeadaacthate 7, 545 5, 898 127. 92 
Other transportation equipment-_--.............--...-.---.---- 1, 554 1, 695 91. 68 
Bey CT GI Se Sees Aida cditesececusemanene ihiwenawiits 8, 221 9, 201 89. 35 
go PT es eee backed teacaemeaee 4, 431 4, 965 89. 24 
i I coca wccncwiudeewwwnuewda senate 3, 777 4, 322 87. 39 
TO EER nn cnamnnssccccnnccoceseces 10, 449 9, 822 106. 38 
CRORE SEE EE RIND «nc aiccaccnch cnctnwemsssncanssnun 21, 086 20, 584 102. 44 
RR aii ccccacasaccunes a a 8, 331 11, 316 73. 62 


1 Excludes some investment in transportation facilities privately owned. 


Source: Column (1) U. S. Department of Commerce; column (2) U. S. Treasury Statistics of Income. 
Partial estimates have been made by department of research and development, PRR, for railroads, trans- 
portation other than rail, and primary iron and steel. 
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Cuart S 


CLASS I RAILROADS 
SOURCE & APPLICATION OF FUNDS 
TEN YEARS 1957 - 1966 
(Estimated) 


MILLIONS OF DOLLARS 


SOURCES APPLICATIONS 
19,000 23,100 


Deficiency : ividends 
4,100 % ; 


Net Income 
8,400 
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TABLE 23.—Class I railroads source and application of funds, 10 years, 1957-66 
(estimated) 


[Millions of dollars} 

















| 
Assumption 1! | Assumption 22 
Sources: 
a ee eee eee $8, 400 $8, 400 
EE ene occce canoes seins tas wohl cs clan Shape onlin aeeans apenas Sean ae ees 4, 000 4, 000 
IN so sci Ghanaians edna iar acmaam aaa eee 6, 600 | 6, 300 
———$_______—_ | 
Nie rei ncaa tag ds cacienleaan ai sMokiiadsn aan rda emai | 19, 000 18, 700 
Applications: ane 
I a Ne sapere aes 3, 900 | 3, 900 
I i unaieaanindausmunineener 15, 000 11, 200 
Matourities.i........... RE hak etic caalah le adsnannee pana ban eaie 4, 200 4, 200 
US a a 23, 100 19, 300 
Res occco caniieas caGcn7 cesnededenvikpensineaenauTeeenmareen 4, 100° 600 





1 Assumes: Capital expenditures on basis of estimate compiled by AAR; net income, average for 5 years 
1952-56; financing, $400,000,000; equipment obligations ‘ssued each year; dividends, average for 5 years 
1952-56. 


3 Assumes: Capital expenditures on basis of average outlay for 5 years 1952-56. All other assumptions 
same as note 1, 








Biche hebae rhb arneneet nee: 
N oes roreeees 
” i. ; Re ; 
5 © | ia cavecciane 
= a 52 : rant 
™ w =e Reet 
<c Aon ay $ 
oO 2 @ ais Sere oe) 
5 S D & Earp s ° SS 
oe \ roe ° S33 
< Re y sea : 


- 1966 


(Estimated) 
MILLIONS OF DOLLARS 


SOURCE & APPLICATION OF FUNDS 
TEN YEARS 1957 


Deticiency 
615 
Net Income 
360 
Depreciation 
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Cuart T 
PENNSYLVANIA RAILROAD COMPANY 
SOURCES 
1,260 


| 
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TABLE 24.—The Pennsylwania RR. Co. source and application of funds, 10 years, 


1957-66 (estimated) 
[Millions of dollars] 


Sources: 
Net income 
Financing. 
Depreciation 


Fs intestines aim 95s. akin seca nino nln neeaianadaeadaeilmna wana 


Applications: 
Dividends_-_. saa line ereniln clipe tadasa asiltcaia ie dea etree iets katie 
NN EEL LS LLLP IEPA LAE NLD EREEL DA 
SIN Gao 3 a occieae ae oneteeapwunisacsns ee ee EERE EA dae dcinecse 


Total 


a acisieibnadens Fike waite tata 


























Assumption 1!) Assumption 22 
$360 $360 

300 300 

600 585 

1, 260 1, 245 

165 165 

1, 200 775 

510 510 

1, 875 1, 450 

— 205 








1 Assumes: Capital expenditures on basis of Pennsylvania RR. portion of estimate compiled by AAR; 
net income, average for 5 years 1952-56; financing, $30,000,000; equipment obligations issued each year; 


dividends, average for 5 years 1952-56. 


2 Assumes: Capital expenditures on basis of average outlay for 5 years 1952-56. All other assumptions 


same as note 1, 
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CHart U 


CLASS I RAILROADS 
SOURCE & APPLICATION OF FUNDS 
THREE YEARS 1957 - 1959 
(Estimated) 


MILLIONS OF DOLLARS 


SOURCES APPLICATIONS 
5,475 6,800 


Deficiency 
1,325 


Capital , 
Expenditures 
4,500% 


: laturities 
ee 125 
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TaBLE 25.—Class I railroads source and application of funds, 3 years, 1957-59 
(estimated) 


[Millions of dollars] 














Assumption 1!} Assumption 24 
Sources: | 
IN 5, 5. asin ten i snes began behohinehslinacliaitg Sw aseom peas attatched bahanatel $2, 500 | $2, 500 
Financing ectibbeniaamin a ie ge eee ee ak 1, 200 1, 200 
Pn oe ci ce inc eae aA couenease és , 775 1, 750 
i ncncktancunundudshddedihtduamiobteatbenidhcec tee De Se 5, 475 | 5, 450 
Applications: | asa, un 
PS == 2 = sc cemvsaiemsimacaratn alncalacan tees aaleaee neeieeetoe acc aeaeaeniaea 1,175 | 1, 175 
INO. -. ... nc on ci de aenels wt bre aeeieb nadernet 4, 500 | 3, 350 
Maturities-_.. Etc nae ted Gocaessjudhiocokacayrondldieias Aieeceidhdialh Seiichi sa Sled 1, 125 | 1, 12 
Tc cinns Sects ie Sains elcmestikdople a tate diane ces odpasp lace ona lela | 6, 800 | 5, 650 
OMNI oi cn.c cocaine dbthabie dedi Oh cel epee ob taba. 1,325| 200 





1 Assumes: Capital expenditures on basis of estimate compiled by AAR; net income, average for 5 years 
1952-56; financing, $400,000,000; equipment obligations issued each year; dividends, average for 5 years 
1952-56. 

2 Assumes: Capital expenditures on basis of average outlay for 5 years 1952-56. All other assumptions 
same as note 1. 
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CHART V 
PENNSYLVANIA RAILROAD COMPANY 
SOURCE & APPLICATION OF FUNDS 
THREE YEARS 1957 - 1959 
(Estimated) 


MILLIONS OF DOLLARS 


SOURCES APPLICATIONS 
368 560 


Deficiency 
192 


Net Income 
108 


rT 


eeeesee see 
eeveereeeseureves 
or . . 





rrr Tere reer. . 


. 
® 
. 
. 
. 
. 
. 
. 
7 
. 
. 
. 
. 
. 
. 


Tae ee 
ere ee eee. 
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TABLE 26.—The Pennsylvania RR. Co. source and application of funds, 3 years, 
1957-59 (estimated) 


[Millions of dollars] 


| Assumption 1!} Assumption 22 





Sources: | 
Net income.__._..-- oe wo ate A Ele . aseel $108 $108 
Financing eee ; a 90 | 90 
Depreciation - - - -_-- Dude action eakes eke Ja 170 | 165 
Total 368 | 363 

Applications: | 
Dividends at eee te ‘ | 50 50 
Capital expenditures- ---__- ; ‘ ; 360 233 
Maturities ; es hawt j 150 150 
Total oe : tees ; on 560 | 433 
Deficiency Je tema eae Sg aR ee 192 | 7 








1 Assumes: Capital expenditures on basis of Pennsylvania RR. portion of estimate compiled by AAR; 
net income, average for 5 years 1952-56; financing, $30,000,000; equipment obligations issued each year; 
dividends, average for 5 years 1952-56. 


2 Assumes: Capital expenditures on basis of average outlay for 5 years 1952-56. All other assumptions 
same as note 1, 


Mr. Bevan. Thank you. I have prepared a shorter statement than 
the full one and that is the one I will follow with your permission. 

The transportation industry is vital to the American economy, both 
in times of peace and war, and for a long number of years the rail- 
road industry has represented the haccbone of the transportation 
industry. With the motor and air carriers either reaching or ap- 
proaching maturity in the postwar era, competitive forces exist in the 
transportation industry to a greater degree than ever before. 

The railroads performed a truly herculean task during World 
War II. Their absolute essentiality in such periods was clearly indi- 
cated by what transpired during this war. The railroads carried 
more than 90 percent of all military freight and 97 percent of all 
organized military traffic. 

In 1944 they carried about 70 percent of the intercity freight traffic 
moved. In the same year they handled over 95 billion passenger- 
miles, more than twice the total for any year in history prior to the 
war. 

Unfortunately the industry as a whole faced the postwar period 
with a very badly worndown plant as a result of the all-out effort 
during the war. This fact, coupled with estimated total expenditures 
by the Federal Government for domestic inland transport facilities 
in the 10 years following the war of over $5 billion, consisting of 
$3,600 million for highways, $700 million for airports and air navi- 
gation aids, and $800 million for inland waterways, has made the 
postwar period a difficult one for the railroads. In addition out- 
moded restrictive regulatory procedures and the inability of the 
industry to earn its fair share in the inflationary economy in which 
we have been living have placed the railroad industry in a most seri- 
ous position. 

Furthermore ironically it appears that despite an optimistic out- 
look for business prosperity over the next 10 years, it Is going to be 
very difficult for the railroads to participate in the expanding econ- 
omy because of the many problems which face them. 
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The earnings of the railroad industry for many years have been 
totally inadequate to assure a strong, sound, and stable industry, 
which we consider to be absolutely necessary to a prosperous economy. 
Because of inadequate earnings, the railroad clades has been ma- 
terially weakened, both from a competitive and financial standpoint, 
and as I said before is in a serious condition tod: ay. 

To illustrate the inadequacy of past earnings, let us examine for 
a moment chart A entitled “Comparison of Rate of Return on Net 
Assets with Yield on Long-Term United States Treasury Bonds.” 

Senator Trrurmonp. I would like to ask you if you will make these 
charts available to members of the committee ¢ 

Mr. Bevan. Yes, sir. We have duplicates of them that will be 
furnished to the committee. 

Senator Arxorr. Then can we have these charts printed as a part 
of the record? Isee no reason why we should not. 

Mr. Bevan. We would like to have it that way, sir. 

Senator TuHurmonp. I will ask the clerk to incorporate the charts 
as a part of the record. (See prepared statement, pp. 255-293.) 

Mr. Bevan. Thank you. 

By net assets we mean the book value of outstanding preferred and 
common stocks and surplus accounts at the beginning of each year 
In this chart we compare the rate of return realized over the period 
1940 through 1955 on long-term Government bonds with the return 
realized by manufacturing corporations, public utilities, class I rail- 
roads, and the Pennsy Ivania Railroad. 

You will note that in the case of the manufacturing corporations the 

rate of return in 1940 amounted to a little over 10 percent, declined to 
about 9 percent in 1945, skyrocketed in the postwar period to a peak 
of 19 percent and then declined somewhat, aut still amounted to 15 
percent in 1955. 

Throughout the highest return realized by the railroads was al- 
ways below the lowest return realized by the manufacturing com- 
panies. 

During the same period the return realized by public utilities 
ranged between 6 percent and approximately 10 ‘percent. On the 
other hand the class I railroads as a whole, with the exception of the 2 

war years 1942 and 1943, during this whole period never equaled the 
return of the public utilities. 

As a matter of fact, in only the 2 years mentioned, 1942 and 1943, 
were they able to exceed the 6 percent return which was the lowest 
realized by the utilities during the whole 16-year period. 

In the case of the Pennsylvania Railroad the same relationship so 
far as 1942 and 1943 is concerned, holds true, but for most of the 
time it is clearly evident that the rate realized was not only far 
below that for class I railroads generally but in the years 1946, 1947, 
1949, 1951, 1953, and 1954 the return was actu: lly below that obtain- 
able on long-term Governments, commonly known as so-called risk- 
less investments. 

As shown by the figures contained in table 3, which will be part of 
the record, even this 1 meager return was not actually realized by the 
Pennsylvania Railroad stockholders since more than half the earn- 
ings were plowed back into the property. (See p. 254.) 
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This is in spite of the fact that we have paid as dividends to our 
stockholders a greater percentage of available net income than the 
average for all class I railroads. 

Perhaps the complete inadequacy of the rate of return obtained by 
the railroad industry can be realized more clearly by looking at chart 
B, which contains a list of 73 industrial groupings with the rate of 
return shown on net assets for. the calendar year 1955. The rate of 
return realized ranges between a high of 29.1 percent and a low of 
4.6 percent. In this listing, the class I railroads stand 68th in a list 
of 73, and the Pennsylvania Railroad’s rate of return of 2.9 percent 
was substantially below the bottom-rated industry, traction and bus, 
which realized a return of 4.6 percent. 

It should be borne in mind in this connection that the Pennsyl- 
yvania Railroad accounts for almost 10 percent of the industry, and 
since there were other railroad companies whose return was equally 
or even more inadequate, it can be readily observed that a substantial 
portion of the railroad industry’s earnings are highly marginal in 
character. 

Among the various causes behind the meager earnings of the rail- 
road industry one of the most basic has been the fact that its rates 
have been held down artificially. 

In this table 4 a comparison is made between the years 1929 and 
1955. These 2 years have been selected because I believe everyone 
will agree that in 1929 the transportation industry was generally con- 
sidered to be in a healthy and prosperous condition in this country 
and maintaining its relative economic position in our free-enterprise 
system; and 1955 represents the latest figures available. (See p. 256.) 

During this period the physical production, as measured by gross 
national product in constant dollars, has increased 116 percent. 

Intercity ton-miles handled by all transport agencies during the 
same period have increased 113 percent, so that in terms of physical 
volume the transportation industry has held its own during the last 
26 years. 

However, if we examine corporate sales or revenues for industries 
other than transportation, we find that during this period they in- 
creased 314 percent as compared to an increase of only 142 percent in 
the revenues of the transportation industry. 

This clearly indicates how the price level in the transportation in- 
dustry has been artificially held down. 

As a consequence, naturally enough, this has seriously affected prof- 
its. During this 26-year period corporate profits of the transporta- 
tion industry showed an actual decrease of 27 percent as compared 
to an increase of 178 percent for industry other than transportation. 

If transportation sales had gone up to the same extent as other 
corporate sales, in the year 1955 alone the transportation industry 
would have received an additional $16 billion of revenues. 

And if it had been able to maintain its relative position with other 
industries with respect to profits, it would have realized an additional 
$1.850 million. 

If these additional profits are divided on the basis of traffic volume, 
approximately half, or $900 million, would have flowed to the rail- 
roads. Needless to say, such a substantial additional to net income 


would have materially aided the railroads to strengthen their existing 
weak position. 
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Whatever the causes back of the situation it appears perfectly ob- 
vious that the railroads have not received an adequate return. Be- 
cause of this failure several important changes have taken place which 
would indicate that the railroads’ position has been sev erely damaged, 
possibly irreparably. 

In 1940 the total debt of class I railroads amounted to $11.3 billion 
and since that time this debt has decreased to $9.7 billion, which is 
all to the good. However, there has been a very substantial change 
in the composition of this indebtendess which has serious import to 
railroad managements. 

Illustrative of this latter point is chart D dealing with funded debt 
outstanding due within 20 years of class I railroads. In 1940 we find 
that of the total debt outstanding as of that date, $4.9 billion, or 43 
percent would mature within 20 years. (See p. 257.) 

This figure is little changed in1955, and at the end of that year, 
$4.3 billion or 44.5 5 percent of the debt was scheduled to mature in 20 
years. The important change is with respect to equipments. Less 
than 10 percent of the debt maturing in 20 years in 1940, or $480 mil- 
lion to be exact, was in the form of equipments, whereas in 1955, of the 
debt maturing in 20 years, $2.5 billion, or 58.5 percent, was in the form 
of equipment obligations. 

To clarify this, it means that at the end of 1955 almost half the debt 
outstanding would mature in 20 years. With respect to bonded debt 
this is then not too serious provided the credit of the industry and of 
the individual companies is such that it can be refinanced. 

It is significant, however, that of this debt maturing in 20 years, $2.5 
billion is in the form of equipments, which are nonrefundable and 
therefore must come out of the ars s cash drawer 

For reasons which I will explain later, unfortunately we believe 
that the amount of equipment = pao outstanding is going to con- 
tinue to rise markedly to the extent that the market will absorb them, 
and we estimate, assuming this premise, that by 1965 the amount of 
equipments outstanding will increase by 20 percent of that, or $500 
million. 

Senator Auuyorr. Mr. Chairman, while we are on the point, may I 
inquire specifically what is the reason that your equipments are non- 
refundable ? 

Mr. Bevan. It has been a characteristic of that market that because 
of the life of equipment that they are not salable. 

Senator Atxorr. In other words, it is pretty well expended by that 
time; is that it? 

Mr. Bevan. It will vary. There is a difference of opinion. Some 
people believe the life of a diesel is 15 years, and others think it is 25 
years. But I think it is generally accepted that we depreciate our 
freight cars, for example, on a 30-year basis, but the market is just 
afraid of secondhand equipment, and they just never have done it. 
There has been a small amount of financing of rebuilt equipment; it 
is generally for perhaps half the amount and perhaps 10 years rather 
than 15 pears. 

Senator Coorer. What is the method of payment for equipment. 
Do you have a special method of financing equipment ? 

Mr. Bevan. Yes. Most equipment is financed under the so-called 
Philadelphia plan and that provides for—we do not get title to the 
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equipment until the end of the period. The period is generally 15 
years and you generally pay in equal semiannual or annual install- 
ments the amount of the equipment, trust certificates, and you gener- 
ally finance for either 70 or 80 percent of the total cost and the rest you 
put up in cash. 

Senator Cooper. You said they cannot be refunded. Is there a 
possibility that it could be refunded by the other borrowing or by 
bonds? 

Mr. Bevan. It has not been characteristic; no. Most railroads— 
and this is the case in our railroad—our general mortgage bonds also 
provide that after equipment trust certificates are paid off, that those 
bonds become a first lien on that equipment, which is another reason 
why it is impossible, but, generally speaking, the market wants no 
part of secondhand equipment. ; ; eS 

As I said, by 1965 the amount of equipment outstanding will in- 
crease by 20 percent, or $500 million. 

This in turn will increase the year-to-year cash drain on the com- 
panies involved, will make their debt service larger and more rigid, 
and will make each company more susceptible to receivership or 
bankruptcy in the event of a decline in business. 

It now seems appropriate to turn to the working-capital position 
of the railroads to see whether or not they are in a position to stand 
an additional drain in this respect. 

In chart G the working capital is compared on an absolute basis 
with operating revenues, since, after all, the volume of business dic- 
tates to a large extent the need for working capital. (See p. 262.) 

Working capital is the figure which represents the difference be- 
tween current assets and current liabilities. 

In every other industry which which I am familiar current assets 
include all those items which can be liquidated or converted into cash 
within 12 months, and current liabilities include all items which must 
be paid within 12 months. 

n the case of the railroads, debt due within 1 year is not included 
in current liabilities, although debt due in 1 year is now reported as 
a footnote in ICC reports. 

This is contrary to standard accounting procedure and the prac- 
tice in other industries, and in my judgment gives a completely false 
picture, since obviously there is no difference between one type of 
liability and another if both have to be paid in the same period of 
time. Therefore we have included debt due within a year in current 
liabilities. Working capital as thus defined is represented by the 
solid red line. 

The broken line represents working capital reduced by materials 
and geen. This is shown because there is a real question in the 
minds of most informed people whether or not materials and supplies 
should be included as a current asset. These are entirely different 
from the inventory of a manufacturing company which is generally 
converted into a finished product and disposed of in the course of 
12 months. 

In other words, materials and supplies are not, with certain excep- 
tions, liquid assets. However, Shee or not they are included, the 
results in the comparisons are not too different. 
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Comparing working capital with gross operating revenues, it is 
noted that there is a “fairly parallel trend between working capital 
and gross revenues from 1940 to 1946. From there on, gross revenues 
have increased somewhat, primarily as a result of rate increases. 

Working capital, howev er, has tended to decline. 

In chart t I, with working capital expressed as a percentage of gross 
revenues, a comparison is made as between class I railroads as a whole 
and the Pennsylvania Railroad. It shows that in the generally pros- 
perous period following the war an increasing dollar volume of busi- 
ness has had to be handled with a decreasing amount of working 

capital. (See p. 266.) 

And this is true in the case of both the industry as a whole and the 
Pennsylvania. 

The improvement in our working capital, now speaking of the 
Pennsylvania, from its low point in 1947 was achieved principally 
through the liquidation of assets. In the past 10 years and princi- 
pally since 1948, the Pennsylvania Railroad has raised over $92 mil- 
lion in cash by this means. Included in the sale of assets were such 
properties as the Hotel Pennsylvania in New York, valuable prop- 
erty in downtown Pittsburgh and Philadelphia, together with other 
miscellaneous real-estate holdings, our 50 percent ‘interest in Penn- 
sylvania Greyhound Bus Lines, 9 water companies, and this past year 
the Virginia Ferry Corp., in which we had a 50 percent interest, 
was sold to the State of Virginia. 

In addition over $38 million was raised in 1948 through the sale 
of bonds of our leased lines held in our treasury. This procedure of 
selling our assets is obviously cannibalistic, unhealthy, and can only 
be justified on the basis of our stringent need for money to carry on 
our railroad operations. 

While the railroads have been handling an increased dollar volume 
of business with a decreasing amount of working capital, the ques- 
tion may rightly be posed as to whether or not this in itself is serious 
because there is always the possibility that any individual company 
or any individual industry may have an excess of working capital. 

In chart J, a comparison is made of the percentage of working cap- 
ital to the volume of business done by the Pennsylvania Railroad, 
class I railroads, and other typical industries. ‘Tt will be noted 
that Pennsylvania Railroad working capital amounted to only 9 per- 
cent and class I railroads 12 percent of the volume of business trans- 
acted; working capital of the oil and food- Peer industries was 
almost twice that of the railroads; steel was twice that of the rail- 
roads; and building materials, tire and rubber, chemical, metals and 
mining, and the agricultural-m: .chinery industries were substantially 
beyond even these figures, ranging all the way up to 48.7 percent in 
the case of agricultural machinery. (See p. 267.) 

It might be argued that these other industries need more working 
capital also since “they have to carry large inventories. On the other 
hand, it is certainly true that their inventories c onstitute a better cur- 
rent asset than our materials and supplies which are included in cur- 
rent assets for purposes of comparison. 

However, as shown in chart K, if we take out inventories in the 
case of other industries, and materials and supplies in the case of 
the railroad industry, you will notice the Pennsylvania Railroad 
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still has the smallest working capital as a percentage of volume of 
business done and with one exception the class I railroads smaller 
than any of the other industries with which a comparison is made. 

It may also be contended that the railroads should be able to get 
along with smaller working capital because they do not have to carry 
a large volume of accounts receivable, since the bul of transportation 
bills are payable within 48 or 96 hours. (See p. 268.) 

There is one exception to this, however, and this is cert ainly true 
in the case of the Pennsylvania Railroad. Fairly substantial accounts 
receivable are due by various agencies of the Federal Government, 
and these are carried for longer periods of time. 

Senator Cooper. May I ask how long a period of time? 

Mr. Bevan. They may go 5 or 6 years. And the reason for that 
is that a great many times differences develop between the Gen- 
eral Ac counting Office of the Government and the individual railroad 
as to what the exact amount of the bill is and it keeps going back and 
forth being processed and I would say half that is the fault of the 

railroads oa probably half of it is the fault of the General Account- 
ing Office but they can run 5 or 6 years. 

Tn addition, and I will cover this later on, the debt of the railroads 
represents a higher percentage of their capitalization than in the 

case of any of the other industries shown in these charts. Further, 
as we have seen from the chart on debt, the railroads have a very 
substantial amount of annual equipment maturities which are pecu- 
liar to this industry and are not in these other industries, however, 
and overall the debt service of the railroads is much higher than in 
any of the other industries with which comparisons are made. 

In any event, the working-capital position of the industry, and 
this is partic ularly true of the Pennsylvania Railroad, has deteri- 
orated and it now seems clear that = situation has not been eased 
by what transpired in the past year, which we all know was pre- 
sumably a very prosperous year. 

Senator Atiorr. I wonder if we could go back for a moment. I 
would like to have a comment on this. 

It has occurred to me as we, as you, have gone through this that 
you have compared the railroad industry in your statistical analysis 
with industries which may or may not be comparable. For example, 
using your chart (p. 268) up there, the first thing is the food industry 
which is an industry which is based upon production, and the same 
is true with tires, oil, steel, building materials, chemical, agricultural 
machinery and metals and mining. These are all either manufac- 
turing or production industries and not service industries, and to that 
extent I would like to ask you this question: Is your comparison 
entirely valid? 

Mr. Bevan. Well, that is a good question and the only way I can 
really answer it is this: That it may well be argued on any individual 
industry that there are differences but therefore we have taken as 
many typical industries as you want and we find that it doesn’t make 
any difference what industry you take that the same thing holds true. 
There will be individual differences as compared to one industry as 
against another. But when you find that the thing holds true irre- 
spective of what industry you compare it with, then I think it shows 
pretty clearly, when we are so far out of line, that we are in a weak 
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position. As I say to offset it, we have shown it with materials and 
supplies, which aren’t necessarily comparable to the inventory of 
these other industries, and we have shown it with them taken out. 

Senator Axiorr. Yes; but even though you take materials and 
supplies out or inventory, you might call it in another place, that 
doesn’t necessarily make a good comparison, does it? Because you 
have essentially different industries. 

For example, I am not sure that without having an opportunity 
to think about it and analyze it, wouldn’t the most comparable 
industries, to your own be first of all the trucking industry, second of 
all the airlines and then perhaps have public utilities which you did 
have in your first thing there. I am thinking of public utilities in 
the sense of electric generators, not in terms of water or gas or oil, but 
perhaps in the sense of generation, you have a closer analysis than 
you have with these industries which you have used? I just think that 
thought should be interjected here for consideration. 

Mr. Bevan. Well, we recognized that there is a difference and we 
have tried to show that the difference is so great that irrespective of 
how you do it, it would come up the same way and in our railroad, for 
example, our earnings fluctuate primarily with the coal industry and 
the steel industry but they fluctuate even more widely because when 
the coal industry and steel industry is down, we lose our profitable 
business but we keep our unprofitable business, the passenger busi- 
ness. That would be the closest analysis as far as we are concerned 
because our earnings will go up and down, but we should have more 
working capital than they do because our earnings fluctuate more, and 
we have a higher percentage of debt and we have the annual equip- 
ment maturities which those industries don’t have. 

Senator Auxorr. I didn’t want to interrupt you in your statement. 

Mr. Bevan. I agree with you. That is the reason we took so many. 

You will see they are so far out. Our working capital represents 
9 percent of our volume of business and you go up to agricultural 
machinery it is 48 percent. 

There is a wide difference. 

Senator Atuorr. But there is a wide difference in the differences of 
the businesses too. 

Mr. Bevan. That is correct. 

Senator Atxorr. Your agricultural machinery things involves huge 
investments in steel, iron and the processing thereof with continued 
huge investments before the ultimate turnover and cash return is 
accomplished in them. 

Mr. Bevan. That is correct. 

Senator AtLorr. So you have a completely different situation there 
with respect to the character of the industry. 

Mr. Bevan. It is subject to a reservation but for example last year 
we had a $55 million deficit in our passenger operations and a lot of 
my nonrailroad friends say that is just that ICC accounting and I 
have said well, you can do it any way you want to, cut it in half or 
cut it by 75 percent and you are still bike too much money to make 
it worthwhile and by the same token we figured that the variation here 
was so wide that even allowing for the differences and there are dif- 
ferences I agree with you—that it is still indicative. 
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If you compared it with the—I don’t want to make too much of 
the point—but for example if you compared it with the airlines, the 
airlines do not tend to fluctuate to the same extent with general busi- 
ness, because there is primarily, the biggest percentage is passenger 
and it doesn’t move with business the way ours would with freight, 
as it does. 

With public utility earnings, their earnings are much steadier. They 
will have much less in the way of fluctuations with general business 
and in their method of financing they generally go head and make a 
lot of capital expenditures and even have a deficiency in working 
capital until they get enough to make it worth while to float a bond 
issue or something. 

Senator Atuorr. I don’t want to interrupt the continuity of your 
statement, Mr. Bevan, but it seems to me it is easier to raise these 
points than to come back half an hour later and try to bring them in 
again. 

Mr. Bevan. It is perfectly all right as far as I am concerned. 

Preliminary figures indicate that the class I railroads lost about 
$200 million in working capital in 1956 and if we exclude materials 
and supplies as a current asset, they lost more than $250 million. 

To put it another way, the railroad industry ended 1956 with work- 
ing capital of ere $1 billion and if we exclude materials 
and supplies, which as I indicated is not a particularly liquid asset, 
the figure is around $275 million. 

To illustrate what this deterioration in the railroads’ working 
capital means from the standpoint of their daily operations, the 
monthly payroll of the railroads, including the current wage settle- 
ment pattern, averages about $465 million. 

Compare this figure with the current working capital of $275 
million, excluding materials and supplies since to a great extent they 
do not constitute a liquid asset, and you will find that working capital 
is equal to little more than the semimonthly payroll. As of the end 
of 1955, working capital excluding materials and supplies was equal 
to the payroll for about 40 days while in 1945 it was equal to 41%4 
months. 

As far as the Pennsylvania Railroad is concerned, our working 
capital at the end of 1956 was $72 million, a loss of $14 million for 
the year. 

Excluding materials and supplies, working capital was $5 million. 
Compare the latter amount with our current monthly payroll of 
about $47 million and you will find that it is equivalent to our payroll 
for just about 3 days. As of the end of 1955, our working capital, ex- 
cluding materials and supplies was equivalent to about 3 weeks pay- 
roll and in 1945, slightly better than 214 months. 

Therefore, with inadequate working capital, the railroads are in a 
position where they must meet current expenses out of current re- 
ceipts and in the event of a decline in business, they have no alter- 
native but to immediately reduce expenses accordingly. 

Working capital today is down to what we believe are minimum 
levels. 

In addition to inadequate working capital, there is another serious 
problem with which the railroads have been struggling and which is 
going to increase their difficulties as far ahead as we can see. 
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The notorious lack of earning power of the railroad industry has 
made it extremely unpopular as an outlet for capital seeking in- 
vestment. 

There are only about a handful of common stocks of railroad com- 
panies today that even to a small degree are being purchased by in- 
stitutional investors. Naturally with the low earnings of the rail- 
roads and with the large seinen of companies that went through 
reorganization in the thirties, their basic credit standing has been 
undermined. 

Senator Coorrr. May I interrupt, Mr. Chairman? 

Senator THurmonp. Go ahead. 

Senator Coorzr. Do you have a statement of any figures showing 
the offerings that have been made by the railroads during this period 
and the volume of those offerings and their acceptance by the public? 

Mr. Bevan. Of securities? 

Senator Coormr. Yes. 

Mr. Bevan. No, I haven’t but I can say this from other studies 
we have made. Since 1947 only two-tenths of 1 percent—wait a 
minute, maybe I do have something in here—two-tenths of 1 percent 
of all the money raised by the railroads has been in the form of 
common stocks. In one case that was the Western Maryland which 
sold some common stock to pay off the preferred dividends accum- 
ulated and the other was the Nickle Plate. About 70 percent of all 
the moneys raised by the railroads was in the form of equipment 
obligations. 

Either in this statement—I am coming toit. I was thinking it was 
not in this one but in the full one. I do have figures on that. 

Senator Coorrr. There has been appreciation in railroad stocks 
during the period say from 1948-49 to date. 

Mr. Bevan. It has varied widely. In 1946, our stock sold in the 
high forties, today it is around twenty. 

enator Coorer. There was an appreciation beginning some time 
in 1949 of railroad stock. 

Mr. Bevan. In the case of some, but primarily your western roads 
and part of that has been due to oil discoveries and things of that 
sort. 

Senator Coorrr. I ask that because of your statement that they 
are not attractive to investors. How do you account for this appre- 
ciation, this rise in these years ¢ 

Mr. Bevan. Well, as I said that is varied. My statement applied 
to institutional investors. There are only a few railroad stocks today 
that are considered so-called blue-chip stocks, such as the Union 
Pacific where oil has had a great deal to do with it and the Atchison 
or the C. & O. which has had an excellent coal export market and a 
few like that. But the industry as a whole, and primarily the eastern 
railroads are, to put it slangily, pretty much in the doghouse with 
the institutional investors. 

There has been an increasing following I might say of speculators 
in railroad stocks because they have moved up, and they have moved 
down, but you will find a very limited number of railroad stocks in 
institutional portfolios today. 

For example, I only know of one life-insurance company that holds 
Pennsylvania Railroad stock and they have held it for many years. 
When we were regarded as a blue-chip stock, that was true. 
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As a practical matter today the only important vehicle to the ma- 
jority of American railroads for raising new funds is through equip- 
ment trust obligations secured by liens on new rolling stock. As I 
mentioned, equi pment trust obligations mature serially over a period 
of years, 5 speaking, 10 to 15 years, and See the railroads 
put up in cash 20 percent to 25 percent of the cost of the equipment 
involved. 

These obligations also cannot be refunded so at maturity must be 
met out of the cash drawer. There has been a very substantial in- 
crease in these obligations as indicated on these charts in the postwar 
period. 

This is natural in view of the fact that the railroads have been 
forced to rely almost entirely on this method to obtain funds to pur- 
chase a vast majority of the equipment. 

Now I am coming to these figures you were talking about. 

As of January 1, 1946, the total outstanding equipment obligations 
in the industry were $7 73 million—this is as late as 1946—at the end 
of 1955 they were $2,537 million. 

This has tended to saturate the market and it has only been with in- 
creasing difficulty that the investment bankers purchasing equipment 
trust issues have been able to dispose of them. 

As an indication of the decreasing interest in railroad equipment 
obligations as of today the industry is in effect dependent almost en- 
tirely on two investment banking groups for the sale of their equip- 
ments. Between them these two groups handle about 85 percent to 
90 percent of all equipment trust obligations marketed. 

The balance are placed privately 7 the railroads in the form of 
conditional sales obligations. 

To further accentuate the seriousness of the situation, the size of the 
potential market has been materially reduced. 

In the past, savings banks have been one of the major outlets for 
equipment trust oblig: tions. However, in the past few years a num- 
ber of States, including New York and Pennsylvania have empowered 
the savings banks to buy preferred and common stocks. This coupled 
with the ‘fact that most savings banks have been very substantially 
increasing their mortgage portfolios, has resulted in a very limited de- 
mand on their part for equipment trust obligations. 

And I might add that since 1931, the assets of the sav ings banks of 
this country have gone from $11 billion to $31 billion. In the same 
period their holdings of railroad obligations have gone from $114 
billion to $770 million, so that while there you see their assets were in- 
creasing almost three times they cut their investment in the industry 
in half. 

At the same time in the life-insurance industry, since 1926 their 
assets have gone from $12 billion to $82 billion. During the same pe- 
riod of time theiz holdings of railroad debt have increased from only 
$2.4 billion to $3.6 billion, which I think pretty clearly indicates the 
unpopularity of the railroad industry to the investing public. 

On top of this the commercial banks of the country, long-time 
purchasers of equipment obligations have been hard pressed to find 
sufficient funds to meet loan demands, and I think you are well aware 
of the tightness of money at the present time. As a result, and we see 
no immediate prospect of relief on this connection, the commercial 
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banks are primarily reducing their investment portfolios in order to 
raise funds for additional loans. 

Despite this liquidation, as of the beginning of this year the com- 
mercial banks of this country were in debt to the Federal Reserve to 
the extent of $370 million. 

Therefore it seems apparent that there will be further liquidation 
of securities by the commercial banks. Consequently it may be many 
years before they again, if ever, become an important factor in the 
equipment market. 

In other words the credit standing of the railroads has deteriorated, 
they have been more and more restricted for their source of funds to 
the equipment trust market, and that in turn has become saturated 
and from a supply standpoint the size of the market is shrinking. 

Many railroad companies are extremely worried at the present time 
as to how they are going to be able to finance equipment purchases, not 
in the year 1960 or 1965, but in 1957. 

I might say that over the past 5 years the average amount going 
to market has been $400 million. Part of that time the money market 
has not been tight and part of that time investors were buying more 
than they had previously. 

But as compared to that $400 million, to do what the railroad indus- 
try should do in the way of purchase of equipment in the next 10 
years, our estimates indicate that we should be financing, that is the 
financing itself, somewhere between $800 million a year and $1 billion, 
2 or in other words 2 to 3 times the amount that we have done in 
the last 5 years and it is my personal opinion that there just isn’t that 
kind of money around for us. 

If it should become impossible to finance equipment purchases, 
obviously it will become impossible for the railroads not only to meet 
expanding demand but to replace equipment which is wearing out 
every year. 

If this is true, then in turn they will be unable to provide the 
service necessary to industry in general and will obviously not have 
the ability to meet the demands of the wartime economy. 

This sounds like a pretty bleak picture but factually it is true and 
the only possible offset is that we are hopeful that through the solu- 
tion of a number of these problems cited today such a tragic eventu- 
ality will ultimately be averted. 

Again to show how the popularity of the railroads from an invest- 
ment standpoint has decreased and the credit of the industry eroded 
contrasted to other industries—here we come to the figures you are 
asking for, sir—chart M shows that of the new security issued by the 
railroads in the period 1948 through 1955, as compiled by the Securi- 
ties and Exchange Commission, only $12 million or two-tenths of 1 
percent, represented stock or equity financing. As I mentioned, most 
of this can be traced to two railroads. In 1951, the Nickel Plate raised 
$5,065,000, through the sale of common stock to reimburse its treasury 
for capital expenditures made, and in 1955 the Western Maryland 
realized $5,072,000 in this manner to provide a part of the funds re- 
quired to pay off the accumulated arrears of dividends on its pre- 
ferred stock. (See p. 272.) 

Contrasted with this is the showing in manufacturing industries 
where 21 percent of the new securities issued represented stock or 
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equity financing, or 28 percent for electric, gas, and water, 10 percent 
for communications, and 23 percent for all other industries. 

In the communications industry, nearly half of the securities classed 
as bonds were of the convertible type issued by 1 company; namely 
American Telephone & Telegraph, and its experience indicates that 
99 percent of such bonds are converted into stock. 

If adjustment is made for this conversion, then 53 percent of the 
communications industry financing was represented by equity 
financing. 

Furthermore, of the $5,352 million of bonds issued by railroads, 
$3,721 million, or 70 percent were equipment obligations and again 
I repeat they mature serially over a 15-year period, or less, are not 
subject to refunding and therefore must be met from the cash earnings 
of the railroads. 

Therefore to finance improvements to the road as contrasted with 
equipment to obtain downpayments for equipment financing, and to 
finance any expansion until some drastic change for the better occurs 
in the railroad industry we must depend almost entirely on retained 
earnings and depreciation cash. 

Depreciation charges are based on cost figures, a pretty unrealistic 
life expectancy, and, because of the inflationary spiral in the postwar 
period, there is a further gap representing the difference between cost 
figures dating back some years and today’s replacement value. 

Now let us examine the future outlook from a financial standpoint. 
In chart P a comparison is made with the same industry groups used 
in connection with my remarks concerning working capital. 

Approximately 35 percent of the total capitalization of class I rail- 
roads is in the form of debt and for Pennsylvania Railroad 34 percent. 
For the other industries shown the percentage of debt to total capitali- 
zation ranges from a low of 8 percent in the case of the metals and 
mining industry to a high of 28 percent in the case of the tire and 
rubber industry. 

To go back to the Pennsylvania Railroad for a moment, as the pub- 
lice appraises it, the ratio of debt to total capitalization is muck 
higher than the 34 percent shown on the chart. 

On the basis of market value for our stock our debt comprises ap- 
proximately 74 percent of total capitalization. 

We have not attempted to develop comparable figures on this basis 
for the class I railroads or the other industries shown but I did want 
to call your attention to the situation so far as Pennsylvania Railroad 
is concerned. 

Not only does the debt of the railroads constitute a higher percent- 
age of capitalization than is generally found in other industries but 
more important, as we have seen from the chart dealing with the 
composition of debt, a higher proportion of that debt is in the form 
of equipment obligations ‘which are nonrefundable and which i impose 
an ever-increasing drain on cash. 

This condition is not found in the other industries, however. 

Looking ahead 10 years, it appears from chart Q that the cash 
outlay for payment of existing debt maturities, both bond and equip- 
ment, plus an estimate of maturities resulting from projected equip- 
ment. financing, will mean that over this period the class I railroads 
will be called upon to put out $4,213 million or roughly $420 million 
a year just to meet maturities. (See p. 281.) 
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Now if we add to that interest charges on this debt, we find that 
we come up with a total figure for debt service during the 10-year 
period of almost $8 billion, actually an average of $785 million a year. 

With one possible exception all of this must be paid out in cash, 
since obviously interest charges are not susceptible to refunding, nor 
are equipment maturities. The bond maturities, which it is true in 
some cases might be refunded, only amount to $713 million, or less 
than 10 percent, and these figures have been adjusted to the extent 
that planned refundings on the part of the Pennsylvania Railroad, in 
the amount of $75 million, have been eliminated. 

Naturally, the intentions of all the other class I railroads are not 
known to us, but any variation in this figure would not be of great 
significance in any event, and would not change these figures ma- 
terially. 

Turning to the Pennsylvania Railroad, we find in chart R that 
during the same period it is estimated that the cash outlay for pay- 
ment of principal of outstanding and projected debt, after allowing 
for refunding operations that are planned, still comes to a total of 
$552 million, and if we add to this estimate the annual interest 
charges of $329 million, we have a grand total of $881 million pay- 
able by the Pennsylvania Railroad during the period, or slightly 
more than 10 percent of the debt service of the industry. (See p. 283.) 

This represents an average of $88 million a year, and I might add 
it does not allow anything for the cost to the Pennsylvania Railroad 
for the floating of any additional bonded debt to finance expansion, 
other than equipment purchases. 

In the case of the fatter, we have estimated that equipment debt 
will be expanded by about 20 percent industrywise. 

We know this is insufficient to finance the amount of equipment 
which we believe will be needed, but we do believe this is probably 
the maximum that the market can absorb. 

In the 10-year period ahead of us, then a substantial portion of 
this 20-percent increase may very well be required to meet anticipated 
increased costs of equipment and to the extent that it is, it will further 
handicap the railroads in procuring sufficient equipment to meet 
projected demands. 

In the case of the Pennsylvania Railroad, we have only allowed for 
the issuance of $30 million equipments a year, which represents 
actually a decrease over what we have outstanding over the period, but 
necessity dictates this policy if we are to preserve even our deteriorated 
credit standing. 

I can assure you that both the industry and the Pennsylvania Rail- 
road are faced with an almost unsurmountable drain from this stand- 
point coupled with all the other factors present. 

Chart 5 sets forth the sources and applications of funds on a cash 
basis for the industry as a whole, as projected over the next 10 years. 
On the left-hand side are indicated the amounts of cash it is estimated 
will be available and the sources from which they will be derived. 

First of all is the item of $6,600 million representing depreciation. 
That is in our operating statement as an expense but as you under- 
stand it is a noncash charge. 

This figure is arrived at based on figures compiled by the AAR as 
received from various class I railroads as to their projected capital 
expenditures. (See p. 286.) 
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Next is $4 billion which will be derived through financing. Or in 
other words, through the sale of equipment obligations. 

Here again, although the announced intentions of all the class I 
railroads indicate very large expenditures for equipment, we have 
felt called upon to limit the amount that can be realized to $400 million 
a year as being the amount we believe the market may be able to 
absorb. 

The net income figure of $8,400 million is based on average earnings 
of the railroads over the last 5 years. 

Obviously, we had to make some assumptions in this connection, 
and, as of now, we know of no reason why the railroads will fare 
any better than in the past 5 years, which has been an era of great 
prosperity generally, although, as pointed out previously, not shared 
in to any great extent by the railroads. 

If anything, this earnings estimate may be too optimistic, since 
they have been distorted by accelerated amortization. 

In other words, our taxes have been lower than they would normall 
be and, to the same extent, they will be greater in the period ahead. 

However, as indicated on the chart, the amount available from all 
sources aggregates $19 billion during the 10-year period. 

Turning now to the application of funds during this period, ma- 
turities of bonded and equipment debt amount to $4,200 million, 
capital expenditures at an average of $114 billion a year, based on 
figures compiled by the AAR from class I railroads directly, total 
$15 billion and dividends are estimated to be $3,900 million. 

This figure is based on the average dividends paid over the last 5 
years. You will note that there will be a cash deficiency during the 
period of more than $4 billion or, in other words, just over $400 
million a year. 

In our opinion, the capital expenditures shown are far below what 
actually are needed. However, in the event some question might be 
raised as to this item in the second column in table 23, we have reduced 
capital expenditures to $11,200 million, from this $15 billion figure I 
was talking about, representing the average expenditures for this 
purpose over the last 5 years. 

All other figures are the same, except that, with reduced capital 
expenditures, there is obviously a slight reduction in depreciation as 
a source of cash. 

Since we all know that these expenditures have been inadequate, 
and, furthermore, that even to duplicate the same facilities would 
cost more because of increased costs, they are definitely out of line. 

However, even on this reduced basis, a loss is shown in working 
capital during the period of $600 million. 

This $600 million figure compares with working capital of all 
class I railroads at the end of 1956 of about $1 billion, so that, if 
such a cash loss is sustained, working capital would be cut about 60 
percent for the industry as a whole and, in our judgment, working 
capital in the industry today is at a minimum level. 

Senator Coorer. Mr. Chairman, may I ask a question ? 

Senator THurmMonp. Yes. 

Senator Coorrer. Looking to the application’s side in which I gather 
the estimate for capital expenditures is—— 

Mr. Bevan. For the next 10 years. 
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Senator Coorrr. I can’t see it; what is it—$15 billion? 

Mr. Bevan. Yes. 

jwaanter Coorrr. What amount in that figure is represented? 

es? Do you have any figures showing your estimated wages 
bes to your employees during that period ? 

Mr. Bevan. They would come out before you get that net income 
figure. We didn’t go into the wage factor. We just said the net 
income would be the same as in the past 5 years. 

Senator Coorer. Then “sources” refers to net income ? 

Mr. Bevan. Yes, sir. We have in there net income, and the net- 
income figures are based on the average earnings of the past 5 years, 
so that, inherently, there is an assumption that, if wages go up, there 
will be rate increases or operating economies to offset them. We have 
assumed the net income would be the same as during the past 5 years. 

Senator Coorer. You do not have any figures in your statement 
which show your estimated gross revenues ? 

Mr. Bevan. No, sir, we have just said—and it is arbitrary, admit- 
tedly—if net income is as good as it has been in the last 5 years, and 
we see a lot of reasons why it may be difficult to get that level, here 
is what we will have in net income. 

Senator Coorer. Are you able to make any estimate of gross reve- 
nues during this period? 

Mr. Bevan. No; we can’t, too readily, because we are optimistic 
about the demand for the next 10 years, but we are extremely pessi- 
mistic about where we are going to get the money to buy the equip- 
ment necessary to do the job. 

Senator Cooper. In your statement, will there be any statement 
which will show the amount that you would be required to pay out 
under the present taxpayments to the railroad retirement fund and 
the amount you would be required to pay if legislation is passed di- 

rectly similar to that which we are considering. 

Mr. Bevan. Not in my statement, sir. I know that we estimate 
the total cost to us for just the Pennsylvania Railroad will be about 
$27 million. 

Senator Cooper. How much? 

Mr. Bevan. Twenty-seven million. 

Senator Coorrer. Twenty-seven ? 

Mr. Bevan. If this should come to pass. 

Senator Cooper. Per year? 

Mr. Bevan. Yes. 

Senator THurmonp. That is additional ? 

Mr. Bevan. That is additional; yes, sir. That compares with our 
net income last year of $41 million. 

Senator THurmMonp. How much? 

Mr. Bevan. $41 million. And we know also that our taxes are 
going to be higher as accelerated amortization runs out. So, there 
are a good many reasons why we are dubious about our income in 
the next 10 years being as good as it was in the last 5 and, as far as we 
are concerned, it was not very good in the last 5. 

Senator Cooper. In your statement, you said that 1956, you paid 
over $33 million to the railroad retirement and unemploy ment insur- 
ance tax, and you say if this legislation should be enacted you would 
be required to pay about $27 million. 
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Mr. Bevan. I think that is correct, sir. 

Senator Coorrr. Per year? 

Mr. Bevan. Yes, sir; we figure that the immediate cost could be 
almost $1714 million; that is, in 1958 additional, and $2314 million 
would be what would come to us ultimately as an additional cost. 
That is for the Pennsylvania Railroad. As I say, that compares with 
net income last year of $41 million. 

If, as shown in the chart, the loss in cash is over $4 billion, the 
industry would have a working-capital deficcit of $3 billion. 

Obviously, in such an event, the railroads could not operate in 
solvency. 

Turning to chart T and the situation with respect to the Pennsyl- 
vania Railroad, where I know the situation more intimately, capital 
expenditures have been estimated at $120 million a year. (See p. 288.) 

We actually know that, based on the condition of our freight 
equipment and the antiquated state of our passenger equipment, plus 
the need for pressing improvements to our road in the way of cen- 
tralized traffic control, modernization of yards, and straightening of 
track curvatures, we should spend $200 million a year, or $2 billion 
over the 10-year period. 

Senator Atxtorr. Your comparative position is worse than the 
industry, in other words? 

Mr. Bevan. Yes, sir; it is. That is basically true of the eastern 
railroads. 

Senator Atxorr. I notice that generally through your presentation 
the situation of the Pennsylvania for whom I know you speak has 
been worse than the overall average of all railroads? 

Mr. Bevan. That is correct. Most of the eastern railroads have 
problems that the southern and the western roads don’t have to the 
same extent. That is because of our passenger business being such 
a large percentage. 

As I said, our passenger deficit last year was around 55 million. 
We have a shorter haul than some of the others. We are not grow- 
ing as fast. If you are growing that helps to overcome these entire 
spiraling costs. And we have high terminal expenses. That is true 
in our case and I can speak freely of ourselves. I don’t want to 
pick out anyone else in the East. But I think you know them as 
well as I do. The portion of the industry thus represented is a 
aac substantial portion and some of the other roads as I said have 

en helped by oil and other things in other parts of the country that 
we haven’t been blessed with. 

However, on the basis of $120 million a year, over the 10-year 
period we will be short $615 million, which compares with working 
capital at the end of 1956 of $72 million. If we consider the situ- 
ation as shown on the second column of table 24, on the basis of cap- 
ital expenditures over the last 5 years, which were insufficient we 
would still come up with a deficiency of more than $200 million. 
Obviously we could not afford either of these deficits and remain 
solvent, of course. 

I think these source and application charts, together with the other 
facts we have examined, point up clearly the problems which the 
railroads face. We are dealing with a patient which is seriously ill 
and which cannot withstand very much more in the way of additional 
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adversity. If we are to keep pace with the anticipated growth in 
the Nation’s economy, some means must be found to place the physi- 
cal property of the railroad industry in excellent condition, and also 
allow it to acquire additional capacity to meet increasing demands, 
without further endangering its financial position. 

The result otherwise will be that industry in general will be ham- 
pered by an inefficient transportation system, and in the event of war 
the very life of the country may be endangered. 

None of the figures you have seen includes increases in cost because 
of the proposed legislation before this committee. Previous testi- 
mony on behalf of the railroad industry has indicated how substan- 
tial these costs will be. 

Under the circumstances existing today, we do not believe there 
is any reasonable justification at this critical point to add additional 
unnecessary burdens on the industry. 

Initially I indicated that what I have presented to you today is a 
condensation of the complete statement which I have asked to file 
with you. 

I hope that you will accept the complete statement for filing and 
give it consideration because I have dealt only with the highlights. 

The complete statement contains many pertinent facts which war- 
rant your study. 

I respectfully urge that Senate bill 1313 and the other legislation 
before this committee which would increase railroad costs not be re- 
ported favorably. 

That completes my statement. 

Senator THurmMonp. From your statement it appears that the rail- 
roads are in bad financial condition, especially the Pennsylvania, is 
that correct ? 

Mr. Bevan. That’s correct. 

Senator THurmonp. Incidentally, I presume the Pennsylvania paid 
no dividends last year ? 

Mr. Bevan. We paid 3 percent, which is less than you can get on 
Government bonds. 

Senator THurmMonp. How many people do you have on your pay- 
roll making over $25,000 a year? 

Mr. Bevan. I can’t give you that figure but I can say that there are 
about 50 over $30,000. 

For the figure between 25 and 30 I would have to guess. 

Senator Tuurmonp. According to the record here your president 
is making $125,000 a year; is that true? 

Mr. Bevan. I think that is right. 

Senator THurmonp. If you get in such bad shape, don’t you think 
then it behooves the directors to consider some adjustment in some 
of these salaries ? 

Mr. Bevan. I can say this. One of my friends is second in com- 
mand in the financial division of one company that I know of and he 
makes more than the president of the Pennsylvania Railroad which is 
the largest railroad in the world. The salaries in the railroad indus- 
try generally are below salaries for comparable positions and com- 
parable responsibilities in other industries. 

Senator Atiorr. Will you say that again? 
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Mr. Bevan. One of my friends happens to be No. 2 on the financial 
side of an industrial neighbor of ours and he makes more than the 
president of the Pennsylvania Railroad and as I say, and that is not 
the largest company in his industry. And we are the largest in the 
world. 

Senator Tuurmonp. Your salary is $60,000 a year? 

Mr. Bevan. Approximately that; yes, sir. 

Senator Tuurmonp. What percent of the total payroll do the sala- 
ries of the executives constitute, the president and the vice president 
and so forth, the executive personnel ? 

Mr. Bevan. I think I am right in saying it is less than 1 percent. 

Senator Tuurmonp. Less than 1 percent ? 

Mr. Bevan. | think that’s correct. But I am giving you that just 
from recollection. 

Senator Tuurmonp. Any questions? 

Senator Auttorr. Yes; I have 2 or 3. 

Would you say—I ask this because this question has been raised— 
that the salaries of the Pennsylvania Railroad for example or specifi- 
cally of the Pennsylvania Railroad were out of line with other corpo- 
rations of like financial structure ? 


Mr. Bevan. I would et that they are lower than other comparable 
companies in the other industries. 


I think that is true for the railroad industry as a whole, not just 
the Pennsylvania. 

Senator Attorr. Would that hold generally true step by step 
through the various categories of executives ? 

Mr. Bevan. Yes, sir. We have joined in in some comparative stud- 
ies on that, so that 1s factual. 

Senator Attorr. Mr. Chairman, last year there were certain repre- 
sentations made to this committee and in order that the situation 
may be clear, I would like to ask unanimous consent that we make 
a part of the record of this case the statement made by the president 
last year when he signed S. 3616, a bill to amend the Railroad Retire- 
ment Act of 1937 to provide increases in benefits and for other 
purposes. 


Senator THurmMonp. Without objection, that will be made a part 
of the record. 


(The document referred to follows:) 


IMMEDIATE RELEASE AveustT 7, 1956 


Murray Snyder, Acting Press Secretary to the President 
THE WHITE HOUSE 
STATEMENT BY THE PRESIDENT 


I have today signed S. 3616, to amend the Railroad Retirement Act of 1937 to 
provide increases in benefits, and for other purposes. 

The bill provides generally for a 10-percent increase in existing benefits under 
the Railroad Retirement Act. The principal exceptions are those widows, 
spouses, and survivors who are now receiving benefits under the social security 
minimum guaranty provisions. 

I take this action for two reasons: First, it will help thousands of retired rail- 
road employees and their wives to meet their day to day living expenses. Sec- 
ondly, the Senate Labor and Public Welfare Committee has indicated its unani- 
mous determination to act promptly in the next session of the Congress on a 
measure which will finance the cost of these benefit increases. Representatives 
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of railroad labor organizations also have given firm assurances that they will 
propose at the opening of the next Congress a program to assure adequate fin- 
ancing of the railroad retirement system. It is imperative that satisfactory 
legislation for this purpose be proposed and enacted. 

Failure to take this action would mean that the time will come when the 
existing reserve fund of the railroad retirement system will be exhausted. Then 
the program would be left without sufficient income to meet its benefit obligations 
to the thousands of hardworking railroad employees who are now contributing 
to the fund. It has been proposed that the burden of higher employee payroll 
taxes might be offset through a special exemption which would exclude employee 
contributions from income tax and from tax withholding provisions of present 
law. Neither such a device nor other Federal contribution, whether directly or 
indirectly made, would be equitable. This was made clear when the adminis- 
tration opposed the proposal the time of its recent consideration in the Con- 
gress. It would amount to an indirect assessment of the rest of the community 
for improvements in the retirement system for a single industry. 

From the establishment of the railroad retirement system in 1937, it has been 
clearly intended that the benefits be financed entirely by employer and employee 
payroll contributions. The rate payable by railroad employees is 6144 percent 
on compensation up to $350 a month. Employers pay an equal amount. For 
some time it has been a matter of concern to the executive branch of the Gov- 
ernment that the combined payroll tax rate of 121% percent is not sufficient 
fully to finance the estimate future liabilities of the railroad retirement 
program. 

The sixth acturial evaluation of the railroad retirement program, issued in 
May of this year, states in part as follows: 

“* * * The difference between the 14.13 percent needed to finance the liabilities 
of the Railroad Retirement Act and the 12.5 percent currently collected is 
$86,390,000 a year, which indicates that an increase in the revenue is needed, if 
the system is to be maintained on a sound reserve basis. At the present time the 
current disbursements for benefits amount to approximately 97.5 percent of the 
taxes currently collected, and the time when disbursements will exceed taxes at 
the current rate of 12.5 percent is imminent * * *.” 

It is estimated that the benefit increases provided in S. 3616 will cost $83 
million a year at a level premium basis, raising the deficiency to $169 million a 
year. At present tax rates and existing payroll levels, this obviously will ag- 
gravate the dangers referred to in the evaluation report. Corrective action is 
imperative. It should be taken promptly in the next session of the Congress. 


Senator Atxorr. That is dated August 7, 1956. 

In this statement the president said this and I realize that this is 
not your statement, this is the president’s statement: 

Representatives of railroad-labor organizations also have given firm assur- 
ances that they will propose at the opening of the next Congress a program to 
assure adequate financing of the Railroad Retirement System. 

I realize this is not management’s commitment, this was the com- 
mitment of the representatives of the various brotherhoods. 

Now, in view of the 2 or 3 statements in the last 2 paragraphs of 
your statement which you have just submitted, do you have any spe- 
cific proposals for a method of raising the additional funds which 
certainly are needed to assure the solvency of the fund even without 
any increase. 

r. Bevan. That is sort of out of my bailiwick. I am just a finan- 
cial man and not an actuarial man, but I think the industry is putting 
in a couple of bills that they think will help the situation. 

Senator Auxorr. All right. 

Mr. Bevan. I am not an expert on it and I would prefer not to go 
into it. 

Senator Atxorr. I am informed that on one of the days when I was 
in Interior Committee and this subcommittee met that some members 
of the railroad-management group testified they would go along with 
the financing arrangement to finance last year’s changes. 
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Now I have one other request, Mr. Chairman, and that is that in 
the longer statement which he has introduced or this shorter one, 
whichever it may be, all of the charts which he has shown appear in 
the printed record at the respective places in which they were dis- 
cussed and not at the conclusion of his remarks. 

That’s all I have at this time. 

Senator THurmonp. Senator Cooper, do you have any questions? 

Senator Cooper. Yes; I will ask a few. 

First, I would like to say that Mr. Bevan has made a very com- 
prehensive statement of some of the problems of management and 
the railroads. 

My first question is to reiterate what Senator Allott has just said, 
that is, I take it that Pennsylvania Railroad, and I suppose you speak 
also for at least some of the others, recognize that there must be some 
increase in the payments into the railroad retirement fund to make 
actuarially sound that fund ? 

Mr. Bevan. I understand that is so. 

Senator Coorer. What? 

Mr. Bevan. I understand that is the case. 

Senator Coorrer. In your final chart in which you have pointed out 
for class I railroads and for also the Pennsylvania Railroad what 
you term I think—I forget the first—the first term was an applica- 
tion. What was the first one? 

Mr. Bevan. Source of funds and application of funds. 

Senator Cooper. I gather as a result of your testimony that that 
represented on one side net earnings and on the other side of applica- 
tions, the disposition of those net earnings. 

Mr. Bevan. That’s net earnings plus the depreciation throwoff 
which is a noncash expense item. It also includes the estimated financ- 
ing that will be done during the period. They are all the sources 
of cash. 

Senator Cooper. Would you agree that that kind of a statement 
simply is a statement of what you estimate to be the consequences 
of the entire operations of your railroad ? 

Mr. Bevan. Yes, sir. 

Senator Coorrer. So would you say that in order to make it com- 
plete, would it be helpful to us if you would give to us the first part 
of that projection and that would be a statement showing the sources 
of your gross earning and your expenditures ¢ 

Mr. Bevan. Well, to come out of the same figure all that would 
mean, Senator, is that we would just take our average gross revenues 
for the past period and our average gross expenses. 

Senator Coorer. Would you do that? 

Mr. Bevan. I would be happy to, if you so desire, Senator. 

Senator Coorer. The point you are making is that if you are to 
remain solvent and able to carry out your responsibilities at some 
place along the line you have to reduce expenditures or make eco- 
nomies ? 


Mr. Bevan. We have to reduce expenses or increase revenues, one 
or the other. 

Senator Coorrr. I think it would be helpful if we had the complete 
projection for the next 10 years in which you show us your estimated 
sources of earnings and also your expenditures. 


93396—57——_21 
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Mr. Bevan. We will be very glad to. I defined any projection 
obviously as an arbitrary one oe we just said if our earnings have 
been as good as they have been in the past 5 years. 

Senator Cooper. But you have to make those arbitrary projections 
in order to arrive at the results you explained to us? 


Mr. Bevan. That’s true. We tried to make as reasonable assump- 
tions as we could. 


(The following was later received for the record :) 


THE PENNSYLVANIA RAILROAD Co., 
FINANCIAL DEPARTMENT, 
Philadelphia, Pa., May 13, 1957. 
Hon. WAYNE L. MORSE, 
Chairman of Subcommittee on Railroad Retirement of the 
Committee on Labor and Public Welfare, 
United States Senate, Washington, D.C. 


Dear Sie: In connection with my testimony May 1 before your subcommittee, 
and particularly that portion dealing with the sources and applications of funds 
over the next 10 years as portrayed in charts S and T, Senator Cooper re- 
quested that the subcommittee be furnished with a statement showing our pro- 
jection of revenues and expenses for the period in question. 

As I explained at that time, in each instance—for the Pennsylvania Railroad 
and for class I railroads—in making our projection of net income, we took the 
actual results for the past 5 years and arrived at an annual average. We then 
assumed that over the next 10 years the railroads would fare as well as they did 
in the past 5. We have prepared and I am enclosing 6 copies of statements 
which show the basis for the $8,400 million net income for class I railroads ap- 
pearing in chart S and the $360 million net income for the Pennsylvania Rail- 
road appearing in chart T. For the sake of simplification the figures were 
“rounded off” and stated in “millions of dollars.” 

Very truly yours, 
Davin C. Bevan, Vice President. 


Pennsylvania RR. Co.—Income statement 
oman of dollars] 





Annual | 10 year 
average, |projection, 
1952-56 1957-66 
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Class I railroads—Income statement 
{Millions of dollars] 
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| average |projection 
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Senator Coorrer. One reason I would like you to do that is because 
as stated in the beginning that you employ 100,000 employees and 
that the total annual payroll is about $540 million. I think it would 
be of interest to know what percentage of your estimated gross earn- 
ings that represents ¢ 

Mr. Bevan. Out of each dollar of gross revenues about 56 cents 
goes for payroll today on the Pennsylvania Railroad. 

Senator Coorrr. Since the war has this total of 100,000 employees 
increased or diminished ? 

Mr. Bevan. It has diminished. 

Senator Coorrer. Do you know by how much? 

Mr. Bevan. No, sir, I can’t tell you exactly from the end of the 
war. 

Senator Cooper. Is that as a consequence of the modernization of 
your facilities? 

Mr. Bevan. It is a combination of some modernization. It is also 
because of decreased passenger travel that has gone to the airlines. 
It is a combination of a number of circumstances. 

Senator Coorer. Your annual payroll is $540 million. You esti- 
mate that it would be continued at about that. There would be a 
total of $5,400 million over the next 10 years. 

You have given a statement of the payment of dividends. Do you 
consider what you have estimated to = as payment of dividends in 
reasonable balance to your total fiscal projection 

Mr. Bevan. It isa little hard to define reasonable. 

From the standpoint of the stockholder as I said he is getting 
substantially less than if he invested in Government bonds. If you 
wanted to allow him to starve to death, we could use all the money 


that is going for dividends, so he is not getting a proper return on 
his money now. 
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Senator Cooper. Is your objection to this legislation based wholly 
or chiefly upon the effect you say it would have on your fiscal opera- 
tion or is it also based in part on the idea that it’s out of line or 
unreasonable to have much of an extension of the railroad benefit ? 

Mr. Bevan. I hate to get into this because I am not an expert on 
it but there is a pretty wide discrepancy between this and social 
security and the wider the discrepancy the tougher it is for us to 
meet our competition which is already subsidized. It makes it tough 
for us all the time. If everybody was in the same boat, it w ouldn’t 
hurt us competitively. But it hurts us competitively as well as 
costwise. 

Senator Cooper. I have some other questions but perhaps there 
will be other witnesses who can answer them. 

Mr. Bevan. Frankly I am not an expert on that. 

Senator Coorer. Thank you very much. 

Senator Tuurmonp. Mr. Bevan, sometimes a member of the com- 
mittee may be considered by others to be leaning one way or the 
other. I might say I am not leaning any way. I am open minded 
on this thing and I want to get all the facts I can. 

Mr. Bevan. Certainly. 

Senator THuRMOND. Under the present law the rate payable by the 
railroad employees is 614 percent for compensation up to $350 a 
month as I understand it. 

Mr. Bevan. Six and a quarter by the employee and 614 by the 
employer. 

Senator THurmonp. A similar amount by the employers, is that 

right, making 1214 percent ? 

ae Bevan. That’s right. 

Senator THuRMonD. “These bills before us I believe propose to 
raise that to 15 percent, 714 percent by each, is that right ? 

Mr. Bevan. I think so, but I say it hesitantly. 

Senator Tuurmonp. That is the total. 

Mr. Bevan. I think 18 percent is the ultimate. 

Senator THurmonp. I want to ask you this. Under the bill that 
was passed last year it is estimated that the benefit increases in that 
S. 3616 will cc ost $83 million a year on a level premium basis which 
will raise the deficiency $169 million a year, so there is not enough 
funds now being raised to meet the obligations under the present law. 

Mr. Bevan. That’s my understanding also. 

Senator THurmonp. Am I correct in assuming that the railroads 
are willing to go along with raising funds to meet the obligations 
under the present law, which is 1214 percent for both the employee 
and the employer but are unwilling to go along to raise it to 15 per- 
cent. I want to get to the position of the railroads. 

Mr. Bevan. My understanding of our position on this—as I say 
there are better qualified people | to talk on this than I—but my un- 
derstanding of our position is that we are willing to go along with 
several things to get it on a sound basis, but we do not want to in- 
crease—further increase—the benefits and increase the difficulties in- 
volved thereby. 

I think in one of our bills we recommend some changes to tighten 
up on the existing situation but I would rather plead off on this. 
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Senator TuHurmonp. How do the railroads suggest that this defi- 
ciency be raised of $169 million a year which is the obligation under 
the present law that now exists? 

Senator Atxorr. Eighty-six. 

Senator THurmonp. Eighty-three million a year, I believe it is, un- 
der the present law if the rates are not raised. 

Mr. Bevan. I would prefer to leave it to one of the better qualified 
witnesses on this thing but my understanding is that we would be 
willing to go along to the extent that it was found necessary to cover 
the deficienc . 

Senator THurmonp. Under the law passed last year and previous 
laws? 

Mr. Bevan. That’s my understanding, yes. 

Senator Tuurmonp. But you object to increasing any further cov- 
erage from 121% to 15 percent? 

Mr. Bevan. That’s correct because of both increased costs and be- 
cause of how it will hurt us competitively with other industries. 

T do have the figure on personnel if you wish it. We had a post- 
war high of 151,000 in 1946 and at the end of 1956 we had a figure of 
101,000. 

Senator THurmonp. I just wanted to get your position on that 
point. 

Mr. Bevan. Yes, sir. 

Senator THurmonp. Any other questions? 

Counsel has some questions he wants to ask. 

Mr. Bernsretn. I would like to request that chart Q with the 
overlay which showed the interest charges be put on. I don’t believe 
your presentation—you may not have thought it pertinent, presents 
your debt service charges prior to 1956. I wonder what the com- 
parable figures are for the preceding 10 years? What are the in- 
terest rates you found necessary to pay then and what were they in 
the immediate postwar years ? 

Mr. Bevan. Your whole debt service doesn’t increase overnight, 
but the rates have been increasing substantially in this period. I will 
give you an example. This is a very recent date. In March 1956 we 

paid 3.21 percent on equipment issue and in November of 1956 we 

paid 4.33 or more than I percent additional. And that is true all the 
way through. Our interest costs are going up substantially. South- 
ern Pacific last fall sold some 35 million first mortgage ‘bonds and 
they had difficulty selling them and they went on a 5.29 basis. It 
takes a while to bring that effect into your whole structure because it 
is only on refunding or new financing does it come in. But each 
issue 1s higher than it has been. We are paying off equipments that 
we bought on a low basis and putting in new equipments on a sub- 
stantially higher basis and that may vary as much as 114 percent. 

Mr. Brernstern. Compared to the postwar years? 

Mr. Bevan. Yes,sir. Our debt service will go up. 

Mr. Bernstern. And it is a very substantial cost of your opera- 
tion ? 

Mr. Bevan. Yes, it is. 

Mr. Bernstern. Is this the result of the general money market 
trend of higher and higher interest rates ? 
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Mr. Bevan. It is a combination of that plus in my judgment the 
deterioriation of credit of the railroad industry. 

Mr. Bernstew. Now to refer to chart Q. In some years, as for 
instance in 1956, the interest charges exceed the actual equipment 
trust. The first figure is $365 million for all class 1 railroads whereas 
the equipment trust dollar value is $335 million. (See p. 281.) 

Mr. Bevan. You see that includes interest not only on the equip- 
ments but on all your debt. 

Mr. Bernstein. That, of course, is true, but that seems to go on 
for the whole projected decade. 

Mr. Bevan. That is correct. We allowed in this no increase in 
rates, I mean in interest rates. We made it as conservative as we 
could in other words and still show a bad situation. 

Mr. Bernstern. You can expect then that your interest rates will 
keep increasing and the actual money value you receive will be the 
same or less. 

Mr. Bevan. That is correct. 

Mr. Bernstern. Comparing this to your stock dividends, is it not 
a fact that the principal monetary beneficiaries of your operations 
are the holders of the equipment trusts? They are the ones that are 
making the money out of your operations? 

Mr. Bevan. Most of our money goes for wages. About 56 cents 
out of every dollar goes for wages. 

Mr. Bernstern. Is the interest paid on these equipment trusts 
affected in any fashion by the fact that a good deal of the equipment 
is subject to accelerated amortization certificates? 

Mr. Bevan. No, I wouldn’t see that that would have any effect—the 
elimination of accelerated amortization. As that is eliminated, we 
are going to have to catch up on taxes. We will be paying more taxes 
because in accelerated amortization all they did was allow us to defer 
taxes. Thus our taxes will increase in later years and to that extent it 
will be hard to make the same net but the elimination of accelerated 
amortization will not affect the interest rate. 

It will make it harder for us to get the cash to buy more equipment. 

Mr. Bernstern. Possibly I didn’t indicate the trend of my question. 
To the extent that you benefit from the additional net income because 
of accelerated amortization in a given year, part of the dividends you 
are able to declare are tax free, is that not correct ? 

Mr. Brvan. That is a new way of looking at it. I wouldn’t say 
tax free. We would still have had net income if we had not had 
accelerated amortization. If you want to say the dividends were paid 
out of the deferment of taxes then it still wouldn’t be tax free, it would 
be as a result of tax deferment because we will end up by paying the 
same taxes over the whole period. 

Mr. Bernstern. Some corporate dividends which have resulted 
from accelerated amortization certificates have been declared to be tax 
free, they are not subject to the normal income tax on the theory that 
the benefit of the accelerated amortization should go to the stock- 
holders as part of the corporate incentive. 

Has that been the case with railroad dividends? 

Mr. Bevan. No, sir. 

Mr. Bernstern. It has not? 

Mr. Bevan. Not to the best of my knowledge. 
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Mr. Brrnstern. Nor were interest payments on equipment trusts? 

Mr. Bevan. No, sir. 

Senator Coorrr. On the question of interest payments which has 
been raised, I note from the chart that it does not show any increase 
in the amount of interest payments over the years and in fact in the 
last year, 1956, the interest charge is lower than in the present year, 
is that correct, sir? 

Mr. Bevan. Yes, sir. That is correct as far as interest is con- 
cerned because in 1956 interest amounted to $365 million and in 
1965 we have it down to $359 million but that is because we did not 
attempt to predict or reflect the changes in the interest level because 
over the period we felt, it would be just one thing more that people 
could attack and say we are overstating it. Weighting it against 
that, we have leaned over backward to be conservative on it. With 
the same amount, there would be an increase as we see it today. 

Senator Cooper. On this question of money market which I assume 
bears on the question of cost and inflation, do you have any estimate 
of what your increased expenditures, how much your expenditures 
have increased by reason of the advancing costs in this period, par- 
ticularly with respect to equipment ? 

Mr. Bevan. Yes, I will put it this way. 

As far as the Pennsylvania Railroad i is concerned, as I remember, 
assuming that interest costs remain the same as today at that level, I 
think over the 10-year period it would increase our interest cost about 
$5 million. 

Mr. Bernstern. What about the cost of equipment; do you have 
any figures on that ? 

Mr. Bevan. Cost of equipment has—now we have not tried to make 
any estimate in here but we did mention the fact that if we had the 

same number of dollars we couldn’t buy as much, I can say that. AsTI 
mentioned, I am chairman of the finance committee of the Norfolk & 
Western, and they recently put out the identical specifications they 
put out in 1941 for a particular type of freight car, which at that 
point cost $3,900; and the identical specifications were put out for bid 
last summer, came in around $8,100, which will give you some idea 
of how much they have gone up. 

Prices are still going up very drastically. That’s one of another 
serious problems that we are faced with. We are depreciating freight 
cars at the rate of $3,900 and we are replacing them at $8,500. 

Senator Atiorr (presiding pro tempore). I want to thank you, Mr. 
Bevan, for your — comprehensive statement. 

We have Mr. Calhoun, who is the next witness. Under the rules 
of the Senate the subcommittee will have to adjourn at 12 o’clock 
at the time the Senate convenes. 

Where is Mr. Calhoun ? 

Mr. Catuoun. Here. 

Senator Attorr. Mr. Calhoun, what are your wishes or desires 
with respect to that ¢ 

Mr. Catuoun. Mr. Chairman, I am not at all certain that in the 
5 or 6 minutes available I can profitably leave any particular thoughts 
with the subcommittee and as my statement is a fairly well connected 
whole, I would prefer it, if it please the subcommittee, to wait until 
your next meeting. 
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Senator Atxorr. I would not request it—I am sure the other Sena- 
tor, Senator Cooper, would not request that you break your presenta- 
tion into a 6- or 7-minute part and then another one. And I presume 
the same is also true with the other gentleman, Mr. Monroe. 

Mr. Monroe. Yes, sir. 

Senator Attorr. The next meeting of the subcommittee will then 
be at 10 o’clock Friday, which is May 3. 

Mr. Bevan. Senator, I would like to thank you all for your very 
courteous attention. 

Senator Attorr. You are entirely welcome. 

Mr. Bevan. I appreciate it. 

Senator Atxorr. The subcommittee will be adjourned. 

(Whereupon, at 11:55 a. m. the hearing was adjourned, to recon- 
vene at 10 a. m. Friday, May 3, 1957.) 
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FRIDAY, MAY 3, 1957 


Unrrep Srates SENATE, 
SUBCOMMITTEE ON RAtLRoAD RETIREMENT OF THE 
ComMMITTEE ON Lazor AND Pusiic WELFARE, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:06 a. m., in room 
P-63, United States Capitol, Senator W ayne 2 Mit se, chairman of the 
subcommittee, presiding. 

Present: Senators Morse (presiding), Cooper, and Allott. 

Committee staff members present: Stewart E. McClure, chief clerk; 
Roy E. James, assistant chief clerk; Michael J. Bernstein, professional 
staff member; and Merton Bernstein, special counsel to the Subcom- 
mittee on Railroad Retirement. 

Senator Morse. The hearing will come to order. 

Mr. Calhoun, will you proc eed with your testimony, and please ac- 
cept my apology for being 6 minutes late this morning and for not be- 
ing able to get here at all day before yesterday. I was involved in an 
executive session of the For elgn Relations Committee on a nomination 
matter I could not avoid. I extend to you and to the brotherhoods my 
apologies for not being here Wednesday. I have never learned to be 
in two places at the same time. I am very appreciative of my col- 
leagues who carried on in my absence. I will catch up with you in the 
record as soon as I can. Proceed now where you left off Wednesday. 


FURTHER STATEMENT OF LEONARD J. CALHOUN, CONSULTANT, 
ASSOCIATION OF AMERICAN RAILROADS 


Mr. Catnoun. Mr. Chairman, I am continuing my testimony on 
behalf of the Association of American Railroads with respect to S. 
1630, which contains a series of amendments to the Railroad Unem- 
ployment Act and also with respect to amendments to that act pro- 
posed by 8S. 1313. On March 13 I covered the first half of my prepared 
statement, and with your permission, at this time I shall only hit the 
high spots of that previous testimony. 

‘As I previously stated, when the original Railroad Unemployment 
Act was enacted, it was recognized by the spokesman for the Railway 
Labor Executives that there should be a general conformity certain in 
important respects with the State-Federal systems of unemployment 
insurance. At the 1938 hearings the spokesman for the Railway 
Labor Executives Association pointed out: 


The maximum for higher paid workers is the same as that in 36 of the States. 
The amount allowed for workers in the average pay class is substantially the 
game * * * 
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Since that time there has been a great and steadily increasing dis- 
parity between the benefits provided and other features of State sys- 
tems and the railroad system. It is to be expected the railroad prac- 
tical minimums are considerably higher than the States since railroad 
employees have a practical minimum wage of some $1.70 an hour or 
somewhat higher; but it is difficult to justify the fact that the mini- 
mum practical benefit paid these $1.70 per hour persons under the ex- 
isting railroad law is higher than the maximum benefit in some 31 
States. 

We feel, also, that it is not possible to justify the pending proposal 
of S. 1313 that this minimum benefit be increased by nearly $7 a week. 
Likewise the proposed increase in total benefits cannot be justified 
under the 1938 law the maximum total of benefits paid a person with 
$1,300 in base year wages was $240. Today a person with $1,300 in 
base year wages receives $1,105 for unemployment and $1,105 for 
sickness. Under the pending proposal he would receive $1,300 in each 
case. That is illustrative of proposed benefit expansions. 

Illustrative of costs is the tax schedule and its proposed expansion. 
In practically all States the competitors of railroads have unemploy- 
ment contributions varying from a fraction of 1 percent to a maximum 
of 3 percent or an average of around 114 percent of payroll with a 
$3,000 annual wage base. The present railroad contribution sched- 
ule requires 3 percent rate on railroads on a $4,200 annual base when 
the fund balance is below $250 million. The pending bill proposes 
to expand the base to $4,800 and the rate to 4 percent when the fund 
is below $3,000. Now, as to practical results, that would mean maxi- 
mum railroad unemployment tax of $192 per year on employees mak- 
ing $400 or more a month in the year as contrasted with the average 
State tax on an employee with the same w ages of around one-fourth 
of the amount. Furthermore, we understand that the Railroad Re- 
tirement Board estimates are even with this burdensome tax, if S. 1313 
were enacted the probable benefit costs would exceed the tax revenues. 

The Railroad Association in many months before S. 1313 was en- 
acted had been giving serious study to improving both the administra- 
tion and if necessary the porvisions of the Railroad Retirement Act. 
They have been actively cooperating with the Railroad Retirement 
Board to the end of minimizing genuine unemployment and also in 
minimizing chizzling. But it has been found on examination that in 
several important respects amendments to the act itself are necessary, 
and the principal amendments in 1630, which I will refer to as the 
association’s bill, are directed to that end. 

At my prior appearance I went into the problem of the fixed base 
year and the fixe yaoi year. I pointed out that under the existing 
law many persons who were in railroad work continuously since De- 
cember of 1955, or even somewhat earlier, and who become sick or 
unemployed today, can’t get any benefits until next July. I also point- 
ed out that S. 1313, the railroad labor executives’ bill, recognizes the 
hardship of this situation and provides that certain of these employees 
could nevertheless start their benefit year earlier. However under S. 
1313 other people although in exactly the same situation and with 
more recent work would not be able to qualify under this proposal 
because the proposal is limited to people who at some time in their 
lives have worked for 60 months for railroads. The basic cause of 
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the situation is that for administrative convenience the system pres- 
ently pays benefits in the first half of the year only to persons who have 
qualified work in the second calendar year prior to this year. This 
unwarranted situation exists merely because it is administratively 
convenient to gather records in a liesurely manner—it was so provided 
in the bill prepared by the railway labor executives and adopted by 
Congress in 1938, 

There is a further inequity that we also face because of the present 
provision specifying a calendar base year, and a June to June fixed 
base year. That is the situation that occurs to a person who has per- 
haps ample wages to qualify if they were all in the same year. For 
example, a person might work in November, December, January, Feb- 
ruary and March, but he may end up ineligible despite this continuous 
work because it didn’t all occur in 1 calendar year. 

The Railroad Association’s proposal would remedy the underlying 
cause of both these situations, by eliminating the 6 month-lag period 
and by making the qualifying year the 12 months before he applies 
for benefits and his benefit year the 12 months after he applied for 
benefits. That, incidentally, would eliminate also the capricious re- 
sults where a person who gets unemployed, say, in May and so he quali- 
fied for only one month’s benefit because of the arbitrary limitation 
of the benefit year. 

The proposed change in base years, as I pointed out, would require 
that railroads go to some added expense and there would be some 
added administrative troubles in making separation reports. But 
that is a thing that has been faced successfully by State system em- 
ployers and has resulted in getting away from anomalies such as I 
have mentioned. 

I also testified about a second problem; that is, of properly defining 
qualified employee. As I pointed out, duration of work is more 
important than wages, and a flat qualifying amount such as is now 
provided, no matter what size, is an inequitable arrangement be- 
cause a person making $3 an hour can qualify in half the period of 
work that a person making $1.50 needs to qualify. 

So the Railroad proposal in effect would prescribe qualifying 
amounts related to rates of wages (i. e., 87 times the daily wage) with 
the practical results that any person that works about a third of the 
year, regardless of his wage rate, would qualify and a person who 
worked less than that would not qualify. 

The third matter I covered in my prior testimony was that of 
limiting sickness benefits to persons currently attached to the rail- 
road labor market whose unemployment is due to their sickness or 
involuntary lack of work, and results in the loss of railroad wages. 

A basic requirement to test current attachment to the railroad in- 
dustry is the registration for work and availability for work require- 
ments, but this current availability test is absent in the law governing 
sickness benefits. I described the proposal designed to make certain 
that people who were in jail or keeping house or who had long since 
gone over to private employment and were suffering no loss of rail- 
road wages, would not be permitted to draw benefits from the railroad 
funds. 

Senator Morse. In many of those cases, Mr. Calhoun, they wouldn’t 
come back to work for the railroads if you asked them to. 
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Mr. Catnoun. No, sir. A person who has gotten a better job, and 
they frequently do, in private industry, and has been working several 
months in private industry and then gets sick is not in the railroad 
labor market. Obviously their sickness does not result in any loss of 
railroad wages. It is perfectly fair when a person is either working 
for the railroad or is unemployed through no fault of his own and 
is seeking railroad work, should get the benefits. When he has gone 
over to entirely different work or is in jail or she is keeping house or 
whatnot, and not suffering railroad wage loss, it is not proper that the 
‘allroad system should be required to pay him benefits. 

Then there are certain other situations generally called disqualifica- 
tion periods, when payment of sickness benefits is not justified. For 
example, if a person has voluntarily quit railroad work and he has 
gone away under the ordinary unemployment compensation provisions 
he can’t draw unemployment benefits for a disqualification period. 
The theory is not to punish him. The theory is he hasn’t suffered 
any loss of railroad wages because of his unemployment. If during 
the unemployment he incidentally gets sick, he hasn’t suffered any loss 
of railroad wages because of his sickness. So the disqualification 
should apply both to sickness and to unemployment. For the same 
reason that it should apply to one it should apply to the other. 

That carries me through in summary fashion to the point where my 
testimony left off at the last hearing, and that starts on page 10 of my 
prepared statement. 

An important situation where the individual has withdrawn for 
the time being from work is where he goes on strike. This is recog- 
nized in all unemployment systems. Typical of unemployment law 
provisions is the first part of the provision found in section 4 (a—2) 
(iii) of the railroad unemployment insurance law itself—disqualify- 
ing participants for the duration of a labor dispute. But, as was 
pointed out by a witness in the last hearing, the March hearing, there 
is an exception in the case of the railroad law virtually nullifying it. 
The exception permits payments even though the individual is on a 
strike, if it is “lawful.” We feel that a person on strike is not a per- 
son unemployed due to lack of work, whether the strike is a regularly 
called strike or a wildcat strike. His wage loss in either case is due 
to his own voluntary action. Accordingly no benefits are properly 
payable, and the railroad proposal would so provide by striking out 
the “lawful strike” exception. 

Here, again, this is not a penalty but a proper part of the definition 
of benefit coverage. Furthermore, unemployment insurance is not 
intended as a device for paying strikers company-financed strike bene- 
fits, whether the strike is regularly or irregularly called. 

A further situation is where the individual has voluntarily with- 
drawn, for the time being, at least, from railroad work because he 
voluntarily quits. The Railroad Act recognizes this under existing 
law, but unique among systems is the failure of the Railroad Act to 
similarly exclude a claimant from benefits if he terminates his work 
by such serious on-the-job misbehavior as to require his suspension or 
firing. It is not defensible to exclude a person who has walked off the 
job, but pay him benefits if he engages in such misconduct that he 
has had to be dismissed from work. Section 5 of the Railroad Asso- 
ciation’s bill will give the same treatment in both cases. 





AMENDING THE RAILROAD RETIREMENT ACT OF 1937 325 


At the present time, persons who walk off the job, or fail to show up 
for work, or refuse suitable work when unemployed, have only a 30- 
day benefit suspension under existing law. We do not feel that a 
lapse of this 80 days means that they have suddenly become involun- 
tarily unemployed through no fault of their own. Section 5 of the 
association’s bill has a more realistic solution for these cases and mis- 
conduct cases. The individual would get back into the protection 
of the sy stem when and if he returns to railroad work and works at 
some time in each of 4 weeks. 

The next matter I shall only briefly mention, Mr. Chairman, is a 
proposal omitted from the association’s bill for technica] reasons. ‘That 
proposal is to make sickness benefits a system equally financed by the 
railroads and railroad employees from earmarked payroll taxes. 

I might point out that when American unemployment-insurance 
systems were established, it was generally thought that these would 
be financed by employers and employees, and several States originally 
did so. But the Federal forcing tax was imposed only on employers, 
and the theory grew up that, due to the employer’s position to regu- 
larize employment at least to a substantial degree, he should pay the 
total cost of unemployment insurance. 

However, radically different considerations apply to sickness bene- 
fits. The employer is already held liable for disabilities attributable 
to him. Sickness is essentially a personal, non-job-connected phe- 
nomenon that everyone is subjected to. 

Sickness benefits were first adopted in Rhode Island. It was one 
of the few States with employee contributions toward unemployment 
compensation, and these contributions were shifted to, and afford the 
sole financing of, the Rhode Island cash sickness benefits. 

California and New Jersey, each of whom had employee contribu- 
tions, likewise established sickness benefits largely financed by such 
contributions. 

New York also has adopted sickness benefits. These, too, are very 
substantially financed by employees covered. 

The railroad system is the sole American system financed wholly 
by employers, and I know of no foreign system so financed. We know 
of no tenable theory justifying this unique railroad system financing. 
We feel that, with employee participation in the costs, the s system 
would be much better protected against chiseling. I cannot but believe 
that employee opinion would be adverse to claimant practices which 
would waste employee-contributed funds and threaten to increase 
employee- -contribution rates. 

It is possible that employees as well as the railroads would enthusi- 
astically support the next proposal I shall mention—terminating 
maternity benefits—if employee contributions were levied to finance 
these benefits. 

There would, of course, be a better argument for maternity benefits 
with employee financing, like Rhode Island where employees pay the 
entire bill, than there is under the railroad system where the cost is 
borne wholly by the railroads. But even the Rhode Island system 
limits pregnancy benefits to 12 weeks except in cases of unusual com- 
plication as a result of childbirth. In all cases, duration under this 


system is limited also by the woman’s potential benefit duration in 
terms of base-period wages. 
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The other three State programs rule out pregnancy. As stated in 
the United States department publication I previously mentioned: 

New Jersey does not pay for any period of disability due to pregnancy, mis- 
carriage, or abortion. California provides payments only for disability which 
lasts more than 28 days after termination of pregnancy, and New York only 
for disability which occurs after a woman has worked in covered employment 
for at least 2 consecutive weeks following the termination of pregnancy. 

I shall not raise the question as to whether pregnancy, like sick- 
ness, is the occasion of an involuntary wage loss, or the further ques- 
tion of whether maternity benefits should be financed by payroll taxes 
imposed on employers. Instead, I shall only observe that the social 
need for such benefit has not been indicated by any widespread adop- 
tion of such programs in the United States, nor does there appear to 
be any substantial pressure for doing so. 

There is no significance in railroad employment which should single 
out the small percent of its employees who are of childbearing age 
and sex as requiring maternity mite It can hardly be their pay 
rates, in view of the railroad pay scales. If anything, these rates 
should serve as a basis of reducing rather than emphasizing any pos- 
sible justification for maternity benefits. 

Section 7 of the association bill would terminate these benefits next 
June—except for maternity benefits being paid on that date. 

Senator Morse. Mr. Calhoun, would you say that one of the possible 
effects of maintaining these maternity benefits is the necessity for 
the employers, when hiring women, to take into account this potential 
cost to him, and that, therefore, to some extent it may very well be a 
discouragement to the employment of women ? 

Mr. CatHoun. I would say, Mr. Chairman, that the railroad indus- 
try as such—I couldn’t say any particular railroad—might very well 
feel that women, if they required such special consideration, would 
not be hired if they were otherwise perfectly competitive with men. 
I believe that at one time or another several women’s organizations 
have rather strenuously upheld the idea of equal pay for all and equal 
benefits for all. It is absurd to say that all employees can get mater- 
nity benefits. Nine-tenths of railroad employees are men. When their 
wife has a baby, no maternity benefits are paid. 

The social need for maternity benefits may possibly exist in Euro- 
pean countries. But this type of benefit hasn’t seemed to fit in the con- 
text of our people’s thinking like sick benefits or unemployment. Per- 
haps the principal reason is that most of us have a basic philosophy 
that we want our children on our own expense—that when we are 
planning a family we are not planning a State-paid-for child. This 
philosophy probably accounts for the lack of pressure for maternity 
benefits. . 

Senator Morse. Without making any value judgment at all, I was 
just thinking out loud with you. There are a great many angles to 
this problem from the standpoint of a governmental legislative man- 
date upon a segment of American industry that falls under the regu- 
latory processes of the Government, such as possible discrimination 
on the basis of sex. Why, the question might be asked, should the 
Government as a matter of policy put this kind of liability upon this 
particular industry and not insist upon its application universally 
throughout the social fabric? To follow the latter course, once you 
decide it is a good social policy, you should then proceed to prov ide 
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uniformity. If you followed the latter course, it seems to me you 
would almost have to come to the position of Government financing 
at least in part, rather than private financing on the part of the bene- 
ficiary, and then achieve a uniform obligation on the part of all em- 
ployers as a matter of social policy. 

Mr. Catnoun. I think you are entirely correct, sir, and I think that 
it is significant that some of the most liberal of our States, including 
your own, have not seen fit to establish maternity benefits. I think it 
is also significant that Congress, in framing the District of Columbia 
unemployment-compensation law, has never extended it to provide 
maternity benefits. 

Senator Morsr. I haven’t heard the brotherhood’s testimony yet, 
but I think the discussion at this point in the record, as far as the car- 
riers’ position is concerned, would be helpful to us. Is it the position 
of the employees that the pay rate for women on the whole is not equal 
to the pay rate for men for equal services and, therefore, the possibility 
of getting maternity benefits may be considered a part of the compen- 
sation for women to justify the difference in pay scale? Even press- 
ing that premise for a moment, it becomes apparent at once that, cer- 
tainly, it would not apply to the woman where there is no anticipation 
of childbirth or to the spinster woman. But my question is: Do the 
employees take the position that there is a sufficient differential in pay 
between men and women in railroad employment for similar work so 
as to justify this policy of maternity benefits ? 

Mr. Catnoun. I could not answer that, Senator, but I would say 
that my understanding is that the railroad wage rates provide the 
same pay for the same job regardless of whether the incumbent is a 
man or a woman. Of course, there are a good many areas of railroad 
employment where no women are employed, but there are some areas 
where men and women are employed interchangeably in the same job 
and so far as I know there is no pay differential there. 

Senator Morsr. Senator Allott, we are listening to Mr. Calhoun in 
behalf of the carriers. 

Senator Attorr. Thank you. I would like the record to show 
my lateness was not due to my lack of getting up this morning, but 
rather to the fact I had another subcommittee meeting to attend. 

Senator Morse. You and I are in the same position many times. I 
just got through apologizing for my lateness, too. 

Go ahead, Mr. Calhoun. 

Mr. Catnoun. The next and last problem I shall discuss is that 
of providing benefits at appropriate levels. It is a most difficult and 
important problem. Besides the desire for adequate benefits, there 
is also a grave danger in overadequacy. Overadequacy is against the 
recipient’s best interest and the public interest since benefits may 
become more attractive than work. Our economy is dependent on 
preserving the will to work, At some point the dollar difference be- 
tween benefits and take-home pay will not provide some people with 
the necessary sense of urgency to get back on the job. The percentage 
so affected does not have to be great for benefit costs to become ruinous- 
iy high. 

The important dollar difference between working and not working 
is not measured by gross pay and benefits. It is the dollar difference 
in the paycheck and the benefits check. Thus the present and proposed 
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benefit formula expressed as a percentage of pay before tax with- 
holding is most misleading. The real difference—the take-home dollar 
difference—is what counts. Recognition of this fact is neither liberal 
nor conservative but merely being realistic. In forming a benefit 
formula consideration must be given to various situations. 

Suppose we take, for example, a single man whose take-home pay 
is around $10 or $11 per day. A critical question is the maximum 
benefit which, if he is sick, will leave unimpaired his incentive to get 
well and get back on the job as soon as possible, and, if unemployed, 
to actively seek another job. What happens to incentive if not work- 
ing makes a difference of only $2 per workday? $5 perday? I think 
we may all agree that $2 per workday, out of which must come costs 
of getting back and forth to work, and so forth, is dangerously small. 
Few would seriously argue that less than a $3 difference would leave 
the work incentive unimpaired. Probably most people would agree 
that a $5 per day difference would be sufficient. 

With the dollar difference in paycheck and benefit check in mind, 
let us examine the benefit paid this person under the present railroad 
benefit schedule and its “half daily pay” alternative. As his benefit 
is not at present based on take-home pay, but on gross pay before 
withholding, we must first determine the gross pay necessary to have 
take-home pay of around $10 or $11. 

The $1.70 per hour worker receives the practical railroad minimum 
pay. His pay is $13.60 per day before deductions. His proposed 
railroad retirement tax is $1.02 per day. His income-tax withhold- 
ing is $2.02. His paycheck, assuming no additional withholding, is 
thus $10.56. 

The present half-pay unemployment and sickness benefit formula 
gives him a benefit of $6.80 per day. The proposed 60 percent of 
gross pay formula would give him a benefit of $8.16. This latter 
amount leaves a difference of $2.64 per day between working and not 
working. If the employee works, he has transportation and other 
expenses. By virtue of his unemployment, he escapes these expenses 
and gets a substantial income-tax rebate. Suppose, for example, he 
is unemployed 20 weeks—100 working days. His income-tax rebate 
is $48—48 cents per workday unemployed. This brings down the 
difference between working and not working to around $2.16 per day. 
The question is whether this is sufficient to get him back to work 
speedily. The difference can be even less. If he worked 221 days 
in his base year, he would qualify under the proposed benefit schedule 
instead of the 60 percent of pay alternative and would receive $9 per 
day benefits—reducing the difference between his paycheck per work- 
ing day and his benefit check per working day to $1.78 less a 48-cent 
income-tax rebate. If, by any chance, he works 258 8-hour days in 
the year or has substantial overtime his benefit would be $9.50, re- 
ducing this difference to 80 cents per day. I cannot believe anyone 
would consider 10 cents per hour, less transportation and other ex- 
penses, a pressing incentive to work. 

By way of further example, consider the person without depend- 
ents who receives $2 per hour—$16 per day. His proposed railroad 
retirement tax would be $1.20 and income tax would be $2.46. His 
net pay after these taxes would be $12.34. His proposed benefit 
would be $9.60 under the proposed 60-percent formula. If he worked 
250 days or more in the year, his benefit would be $10.20 per day. It 
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seems not unreasonable to suppose that he might have some impair- 
ment of his incentive to get back to work. Some 35 cents an hour 
difference between work and no work is not very attractive—par- 
ticularly since the work alternative means extra expense, and unem- 
ployment means a tax rebate. 

So far, I have selected persons without dependents as examples. 
Now let us turn to the other extreme, considering a person with four 
dependents. If we assume that this person makes $1.70 per hour, 
the hourly rate used in the first example, we find that his take-home 
pay is $1.84 per greater than the individual without dependents and 
with the same gross pay. On becoming unemployed, his pay loss is 
$1.84 per day greater than the person without dependents. Yet 
under existing law and under S. 1313 each would receive the same 
benefit. Both from the viewpoint of equity and commonsense the 
man with dependents should have a benefit making up the same per- 
centage of his pay loss as does the person without dependents. 

The railroad association’s bill, section 4, proposes to equalize this 
percentage. Instead of the existing “half pay” provision which is 
applied to gross pay before withholding, this bill would provide 
both the individual without dependents and the individual with de- 
pendents 60 percent of pay after withholding. In other words, it 
would relate benefits reaticticalis to actual pay loss. Assuming that 
the 714-percent railroad-retirement tax proposed in S. 1313 is enacted, 
this would mean that the man without dependents whose pay loss 
would be $10.56 would receive a daily benefit of $6.34 or $31.70 per 
week and the man with 4 dependents whose paycheck is $12.58 per day 
would receive $7.55 or $37.75 per week as compared with the $6.80 or 
$34 per week each man would receive under the present half-pay 
schedule. 

With $2 per hour gross pay, a man without dependents would re- 
ceive 60 percent of his paycheck rate of $12.34 per day. This would be 
$7.40 per day or $37 per week. The man with 4 dependents would re- 
ceive $42.50 per week. 

It might be added parenthetically that with 100 days of unemploy- 
ment, the single man would receive an income-tax rebate of $52.60 
and the man with 4 dependents would receive a rebate of $96. 

Thus as shown by its practical results, the railroad association pro- 
posal would deal equitably with this most difficult problem of setting 
appropriate benefit rates, and would avoid the indefensible practical 
results and inequities of existing laws which would be emphasized by 
S. 1513. 

In addition, the railroad proposal would repeal the existing sched- 
ule which bases daily benefit rates on the gross total of the claimant’s 
base year wages. The original argument for this schedule, which 
for administrative convenience uses annual wage reports as a basis 
of benefit computation—disappeared when the “half daily pay” 
formula was adopted in 1954. The purpose of the system—to pay a 
reasonable percentage of pay loss caused by unemployment due to lack 
of work or sickness—is much better served by a formula basing benefits 
on daily pay than by basing it on total pay in a base year. Such 
total base year wage reflects not only pay rate but also work period. 
Total pay for the year at any daily rate is proportioned to the period 
worked in the qualifying year. The distinction between persons who 
barely qualify and those who work through the greater part of the 
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base year is more properly preserved by limiting the total potential 
number of benefits they can receive than by making the period of 
work largely determine the daily benefit amount. 

Under the existing benefit schedule (except for the half-pay alterna- 
tive) the following daily benefits are payable to a person making $80 
per week: 


Weeks worked: Weekly benefit 
Neen ee ee eed ied hd tme deters peice ech mies ies ew evancearmianarhe $17. 50 
i EE EA le 20. 00 
2. weer s G078....~ <3. eee eS Pe es oe ey he 22. 50 
TT ns os vgacesunphisoumionn aie enema 25. 00 
dtc BG te Rpm al ap eS 32. 50 
RED BRE ES OO SS Ei ed aS, ee 40. 00 
nN Sr ag nt et le pistes Zeb 42.50 


The table is, of course, a dead letter to any person with $80 per week 
gross pay unless he works 50 full weeks—he would get as much or 
more under the half-pay minimum. A person with $85 weekly pay 
would get the $42.50 maximum on this half-pay basis. 

An important conclusion is that regardless of liberality or illiberal- 
ity of the schedule amounts, and regardless of the benefit levels de- 
cided upon, the use of the annual pay method of determining benefits 
which is already a dead letter in many cases should be wholly dis- 
continued. It would be discontinued by the Railroad Association’s bill. 
The generally accepted present alternative of gearing benefit rate to 
wage rate would be followed in all cases. 

Despite the deficiencies of the annual wage schedule in not relating 
benefit rate to pay rate, this schedule had an important feature which 
was lost in 1954 when the half-pay formula was adopted. That fea- 
ture was the previous relationship between total benefits which might 
be drawn as compared with total qualifying pay which was inherent 
in the structure of the annual wage schedule. 

For example, the existing schedule provides an $8 per day unem- 
ployment benefit only where a person has at least $3,500 in his base 
year—the total unemployment benefits are $1,040, and the amount is 
thus substantially less than a third of the required qualifying wages. 

Under existing law enacted in 1954, a person with a $16 per day 
gross wage can receive $1,040 in benefits with total gross period wages 
of only $1,040. Thus an important relationship between total period 
of qualifying work and total possible benefit period was lost when the 
half-pay provision was adopted without appropriate accompanying 
limitations. The association’s bill, section 4, would supply this needed 
limitation. Like a very large number of States and the District of 
Columbia, the railroad system would then follow the rule of limiting 
total benefits to one-third total base year wages. This provision would 
mean, in effect, that some 3 weeks’ work would be required to qualify 
for 2 weeks’ benefits—and that benefits would be paid for the max!- 
mum 6 months’ period only to persons with at least 9 months’ base 
year work. 

This method of adjusting equities between persons who barely 
qualify and persons who have had 2 or 3 times as much qualifying 
work appeals to one’s sense of equity and is a needed change from 
the old method of the railroad system of making the daily amount of 
benefits depend on total base year earnings. The one-third rule is 
more appropriate than was the old schedule which provided a built- 
in relationship between total benefits and total qualifying wages. 
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Before closing my testimony, I would like to make two brief sugges- 
tions for amendment of the present Unemployment Insurance Act. 
My first suggestion is that section 12 (q) of that act be deleted. That 
section reads as follows: 

(q) The Board shall engage in and conduct research projects, investigations, 
and studies with respect to the cause, care, and prevention of, and benefits for, 
accidents and disabilities and other subjects deemed by the Board to be related 
thereto, and shall recommend legislation deemed advisable in the light of such 
research projects, investigations, and studies. 

I might interpose, if the Congress feels that this type of study might 
possibly be of some advantage, we feel that that should be determined 
by the appropriations committees under normal process of hearings 
and by appropriate legislation rather than being a built-in requirement 
financed wholly by employer contributions from the Railroad Unem- 
ployment Insurance Act. 

The legislative history with respect to this section is extremely 
vague. Early in the 1940’s there were under discussion in Congress 
a number of amendments to the Railroad Unemployment Insurance 
Act. Several drafts of bills were prepared and some of them in- 
cluded provision for a system of workmen’s compensation for rail- 
road workers. The section dealing with workmen’s compensation in- 
cluded a provision for studies and investigations of accidents, an acci- 
dent prevention program, rehabilitation of disabled employees and 
similar functions such as are usually found in a workmen’s compensa- 
tion system. While the workmen’s compensation idea was eventually 
dropped, the provision for the Board’s investigation of accidents was 
somehow included in the 1946 amendments to the Unemployment In- 
surance Act. It is the position of the railroads that the Interstate 
Commerce Commission has responsibility in the field of railroad safety 
which includes investigating the cause and prevention of railroad 
accidents. We know of no reason why the Railroad Retirement Board 
should have the same or similar responsibility and for that reason we 
suggest section 12 (q) be stricken from the statute. 

Senator Morse. If you will permit this interjection, I don’t want 
to pass judgment after listening to one witness. I want the record to 
show that I expect the brotherhoods to show cause why this suggestion 
should not be adopted. It is my observation that the Interstate Com- 
merce Commission is inclined with this section in the law to not assume 
full responsibility in regard to this particular field. It would seem 
to me there is great merit in the suggestion that the Interstate Com- 
merce Commission has this primary responsibility. It is a child of 
Congress and it ought to keep Congress advised in regard to this whole 
matter of safety on the railroads, and I think that that responsibility 
should not be a divided responsibility. 

I would be inclined to want to hold the Interstate Commerce Com- 
mission directly responsible for recommendations regarding railroad 
safety legislation and that is one of the things that it was set up to 
help protect. I reserve final judgment on that, but I do think that 
the proponents are placing this responsibility upon the Railroad 
Retirement Board and will have to assume that burden of proof of 
showing why this recommendation shouldn’t be adopted. 

Mr. Catnoun. Mr. Chairman I certainly cannot speak for the In- 
terstate Commerce Commission, but I think that they may very prop- 
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erly feel that in view of this specific legislation directed to this spe- 
cific thing, making it a function of the Railroad Retirement Board in 
1946, that the legislation was intended by Congress to at least in part 
relieve them of a basic responsibility that they previously had. 

Senator Morssg. I can’t be a witness on it, but I do want to say that 
during my service in the Senate I have felt that the Interstate Com- 
merce Commission in various matters, perhaps because of its heavy 
burden of work, which, of course, causes a practice to occur among 
agencies, a tendency to pass the buck, so to speak, has deferred in mat- 
ters such as this to the other agencies that at least have a joint responsi- 
bility, and I believe that we ought to get the responsibility fixed in one 
spot and then say to the agency that has that responsibility, now you 
produce. 

Mr. Catnoun. My second suggestion for amendment of the Unem- 
ployment Insurance Act is to add at the end of the first sentence of 
section 8 (g) the words 

Provided, That in any event such regulations shall permit any employer at his 
option to pay before the end of the quarter ending September 30 of any year 
contributions with respect to the first month, the first and second months, or 
the first and second and any part of the third month of such quarter. 

Senator Morsr. Mr. Calhoun, if I may make this insertion in the 
record at this time. Mr. Calhoun was discussing his recommendation 
regarding 12 (q). I would like to point that out in the record so the 
witnesses for the Brotherhoods can cover the chairman’s point. The 
Interstate Commerce Commission has pretty broad responsibility in 
this field, including their responsibility over passengers and it is not 
only the workers’ safety that we are greatly concerned about, but the 
passengers’ safety as well, including the safety of other citizens who 
may not be passengers who may be hit by railroad locomotives and 
equipment. Of course, the Interstate Commerce Commission also has 
the responsibility of protecting against freight loss. I mention these 
because after listening to you, Mr. Calhoun, I am led to believe that 
at least a prima facie case exists for placing this responsibility fully 
and squarely on the Interstate Commerce Commission. 

Mr. Catnoun. Under the existing provisions of section 8 (g) the 
taxes paid by the railroads for unemployment purposes are to be col- 
lected and paid quarterly or at such other times as may be prescribed 
by regulations of the Board. The regulations of the Board provide 
that the railroads shall pay their tax obligations on or before 60 days 
after the close of the calendar quarter. This means that for the third 
quarter, July, August, and September of any year, the taxes are to be 
paid between October 1 and November 30, but they cannot be paid prior 
to September 30 or in time to be included in the fund on that critical 
date. It will be remembered that the amount in the fund on September 
20 determines the railroads’ tax rate for the ensuing calendar year. 
There might be occasions when the railroads would wish to pay their 
taxes before September 30 in order to keep the fund at a level where 
they would not be required to pay a higher tax rate the following 
calendar year. Our proposed amendment would permit the railroads 
to pay taxes which they already owe on compensation which has 
already been paid to their employees. The amendment would not per- 
mit prepayment of taxes on employees’ wages to be paid to the em- 
ployees sometime in the future. Some 22 States do permit actual pre- 
payment of taxes in advance of a tax obligation. The railroads do not 
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seek that right; they only wish to be allowed to pay the taxes they 
already owe at an earlier date than is now permitted. Board regula- 
tions prevent such payment. We therefore seek legislative relief. 

Senator Morsr. Mr. Calhoun, could you put in the record at this 
point your understanding as to why the Board regulations on this 
matter were adopted? What was the policy of the Board ? 

Mr. Catnoun. I cannot say with any certainty, but the Board 
seemed to feel that they would not want any less than the total tax 
for the total quarter paid and that they wouldn’t w ant that payment 
until after September, even though it was of critical importance for 
the evaluation of the fund where there is near balance between one 
rate and ancther. 

Senator Morse. Let the record show that the chairman has requested 
Mr. Bernstein, counsel to the subcommittee, to write a letter to the 
Board calling attention to Mr. Calhoun’s testimony on this, asking the 
Board for a memorandum in reply so that we will know the reasons 
for the Board regulation. 

(The material requested appears at p. 337.) 

Senator Morse. Proceed, Mr. Calhoun. 

Mr. Catnoun. Mr. Chairman, in conclusion, I should like to ex- 
press my appreciation to your committee for its patience in listening 
to this extended statement dealing with these several important mat- 
ters. At the same time, I should apologize for giving some of these 
matters the sketchy treatment required by the necessary time limita- 
tions. I believe that a large part of what I have said in dealing with 
* complexities of the railroad system boils down to this: 

. That the general unemployment insurance concept of paying a 
SB who becomes unemployed a substitute by way of benefits, of 
the wages he has just lost, requires the scrapping of the calendar base 
year- -lag period and benefit year provisions of existing law; 

That the general concept of replacing an equitable portion of 
a per ‘son’s pay “loss requires gearing his benefit to his normal pay- 
check rather than to his gross wages before tax withholding, and to 
his take home daily pay rate rather than to his total of gross wages 
in mg base year; 

That the general concept of protecting railroad pay loss of gen- 
uine railroad employees requires a basic revision of the base period 
test of qualified employee, and also a revision of definitions dealing 
with his current unemployment situation—the definition of “day of 
sickness,” must be revised. It should be made clear when the claimant 
is, and when he is not, as suffering an involuntary pay loss which 
"oe be compensated, and finally ; 

That in fixing benefits the public interest and the employees 
hiatiied requires that benefits of no claimant shall not be at such levels 
as compared with his paychecks, as to impair his work incentive. 

Senator Morsr. Mr. Calhoun, before I call on the Senator from 
Colorado, I want to make this very brief statement. You have been 
a very interesting witness. You have drawn the issues very clearly 
before this committee. I think the submission by the carriers of their 
proposals was the best possible way of presenting the issues to this 
subcommittee, because we can now compare the provisions of your 
bill and other bills before this committee. With the testimony of 
record I think we can reach much sounder conclusions than we could 
possibly had we not had the carriers’ bill before us with your testi- 








334 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


mony in support thereof, and as the chairman of this subcommittee I 
want to thank you for your cooperation. 

Mr. Catnoun. Thank you Mr. Chairman. 

Senator Morse. Senator Allott. 

Senator Attorr. I have one matter, Mr. Calhoun, with respect to 
which I would like to inquire. Most of your testimony this morning 
has gone to—not all, I haven’t had a chance to go through the first 
part of this document—the unemployment phase of this matter. 

Mr. Catuoun. That is correct. 

Senator Auxorr. Referring to the Railroad Unemployment In- 
surance Act, section 4 (a-2) (ili). This says: 

Subject to provisions of subsection e of this section, any day with respect to 
which the Board finds that his unemployment was due to a stoppage of work 
because of a strike in the established premises or enterprise at which he was 
last employed and the Board finds that such strike was commenced in violation 
of the provisions of the Railway Labor Act are in violation of the established 
rules and practices for the bona fide labor organization of which he was a member. 

As I interpret that, it means that unemployment compensation for 
instance, whichever you wish to call it, must be paid unless the Board 
subsequently finds that the strike was not contrary to the Railway 
Labor Act or in violation of the established rules and practices of a 
bona fide labor organization of which he is a member. Is there any 
other section of general labor laws of our country which has such 
a provision ? 

Mr. CatHoun. I know of none, sir. 

Now if you will notice, the first part of the present provision uses 
the exact language of the typical State law provision denying any 
benefits during the period of a labor dispute. The second part that 
you read, limiting it to labor disputes in violation and so forth, in 
effect, limits the disqualification to what we generally refer to as 
wildcat strikes. Thus benefits are paid strikers engaged in a regu- 
larly called strike, even if the Emergency Board has made a definite 
recommendation which the railroads have accepted and the unions 
have rejected. The railroads, under existing law, thus have to finance 
the strike as they pay the cost of the unemployment benefits paid to 
the strikers. 

Senator Aunorr. As I construe these two provisions in this sec- 
tion I just read, that would cause the railroad to pay unemployment 
insurance except, in effect, for what amounted to wildcat strikes ? 

Mr. Catuoun. That is my understanding, sir. 

Senator Atxorr. Now I would like to inquire of you whether the 
railroads, which you represent here this morning, have made any 
recommendations with respect to this section at all. 

Mr. Catnowun. Yes, sir; we made a recommendation which is, in 
substance, that the broad exception which limits the whole disqualifica- 
tion to wildcat strikes be stricken out with the result that any labor 
dispute, whether or not in accordance with the railway labor rules 
or whether or not permissible under the railway laws would still be 
a disqualification. This amendment is continued in the Railroad As- 
sociation bill. 

Senator Atiorr. Did you cover that in your statement ? 

Mr. Catnowun. Yes, sir. 

Senator Atxorr. Well, I am sorry I missed it. 
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Mr. Catnoun. It is in the early part of the statement, Senator 
Allott. I didn’t know that that was in there and I wanted to inquire 
about that. 

Senator Atvorr. Is there any other portion of the Taft-Hartley Act 
or any other labor act which you know of that prescribes for payment 
of unemployment insurance under these conditions 4 

Mr. Catnoun. So far as I know, there is not. I think that two 
States do provide that when a strike has been going on for an ex- 
tremely long period, benefits may then be paid. Typically they follow 
the philosophy that unemployment compensation is neutral in labor 
disputes—thus benefits are not made available for paying strike bene- 
fits. 

Senator Atxtorr. Well, to put this in nontechnical language, then, 
the effect is that the railroads finance unemployment insurance com- 
pletely ? 

Mr. Catuowun. That is correct, sir. 

Senator Au.orr. A strike called within the legal provisions of the 
Railway Labor Act and in accordance with the rules of that particular 
union is, in effect, financed by the railroads themselves ? 

Mr. Catnowun. Yes, sir. 

Senator AntLorr. And not just in effect; it is actually financed by 
them ? 

Mr. Catuowun. That is correct, sir. 

Senator Atiorr. I want to compliment you, Mr. Calhoun, on your 
very comprehensive statement. 

I think that is all I have, Mr. Chairman. 

Senator Morse. Mr. Calhoun, on the point that the Senator from 
Colorado has raised, again let me assure the witness that I have not 
reached any judgment. in regard to this but am merely seeking to 
help make a record on these points so that in executive session we 
will have something in the record to pinpoint our combined judgment. 

Am I correct in my impression that the 1926 Railway Labor Act 
does represent and is an act that is pretty much a representation of 
a compromise in agreement that was reached ens the carriers 
and the brotherhoods; that in its legislative history—I don’t mean 
by that that the brotherhoods liked it “and that the carriers liked it in 
all of its aspects—that in the legislative history of that famous Rail- 
road Act carriers and brotherhoods recognized that something had 
to be done to bring to an end the strikes that had been plaguing the 
railroad industry and that some orderly procedures had to be set up 
for the handling of the disputes?) They say that some order had to 
be brought into the labor-management relations in the railroad in- 
dustry and therefore over a rather long period of time the contest 
went on here on the Hill, before the committees, among the Senators 
and Congressmen on the final preparation of an act and the consumma- 
tion was the Railway Labor Act of 1926. Isn’t that part of the legis- 
lative history of the act ? 

Mr. Catnoun. That is my understanding, sir, as to how that act 
was worked out, although I will have to say that I am not sufficiently 
familiar with the background of the act to make any very definite 

observations. 

Senator Morse. I am making these statements and asking these 
questions at this point in the record with the understanding, Mr. 
Calhoun, that you are permitted to file a memorandum into this record 
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dealing with it because if we get into a discussion of this before this 
subcommittee again, I think we ought to have something in the record 
to tie our discussion down to. But my recollection is, and as I recall 
the history of the act, that there was pretty strong public demand, 
public pressure on both the carriers and brotherhoods to bring to an 
end the direct action that had come to disrupt periodically transporta- 
tion in this country. The public said, in effect, get together, stop this 
nonsense of public inconvenience and the Railway Labor Act of 1926 
was at least the congressional answer. I don’t mean to imply that 
the parties to the industry, labor and management, liked all of it, but 
I think the writings that I have read on it would read something to 
this effect, that it was considered to be a great landmark in labor- 
management history in our country and it was considered to be some- 
what of a pace setter for labor legislation that subsequently was passed 
by the Congress; it had no small influence in the final passage, for 
example, of the W agner Act, although there were great differences 
between the Wagner “Act and the Railw ay Labor Act of 1926. 

Then I think the writings also show, and it has been recognized for 
decades in this country, that the railroad industry pretty much pace- 
sets this legislation dealing with workers and that advances have been 
made in the railroad industry ahead of schedule, as far as the rest of 
industry is concerned. In fact, I think the record is replete with in- 
stances in which the carriers have been rather roundly criticized by 
leaders in other segments of management for acceding to some of the 
earlier advances in the field of labor legislation. You have taken 
some criticism that with your leadership you have placed manage- 
ment in some other segments of industry at, allegedly, a disadvantage. 

I make those comments le ading to the question I now want to put 
to you, which deals with, I think, part of the question that Senator 
Allott asked. Do you know whether or not this legislative history 
of the Railway Labor Act of 1926, whether or not there was consider- 
able contest over the very provisions that we are talking about, that 
it would result in a sense in carriers paying part or a large part of 
the costs of conducting this strike, in which payments under unem- 
ployment insurance would go on and they would amount, in effect, to 
strike benefits, but that the brotherhoods insisted that because of their 
agreement to postpone the effectiveness that is to be found in immediate 
economic action, agreeing to the delaying procedures of the mediation 
processes and the ‘Emer gency Board processes and further processes 
under the act, they were giving up a great deal of their economic 
strength, and for acceptance of that procedure they ought to receive 
some consideration through benefits of unemployment insurance which 
we are now talking about? 

Mr. Catnoun. Senator, I do not think that unemployment com- 
pensation was an issue in 1926, since there was no railroad unemploy- 
ment compensation enacted until 1938, I believe it was. 

Senator Morse. That is right. This round came in the thirties. 

Mr. Catnoun. The original coverage of railroad employees was 
under State unemployment systems, as you know, when the States laws 
were first adopted. Those, uniformly, had a strike disqualification: 
that is, paid no benefits to strikers during labor disputes. When the 
Railroad Act was adopted in 1938, over the protests of the carriers, 
the special railroad provision was included in the act. 
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Senator Morse. You are right. I recall that. I think it would be 
helpful to the chairman if you would, in addition to what you already 
have in the record, supplement the record with a brief memorandum on 
the legislative history of this matter from the standpoint of the con- 
tentions made by the carriers and the brotherhoods for and against it 
at the time it was adopted. 

Mr. CatHowun. Yes, sir, we will try to get that. 

Senator Morse. Somewhere in the back of my mind, and maybe I 
am completely confused about it, but somewhere in the back of my 
mind I have a recollection that one of the arguments of the brother- 
hoods, and I shall ask them when they get on the stand, was that they 
thought this was justified in part because of the fact that they had 
agreed that these delays in the use of economic weapons and the delay 
itself made the weapon that much less effective; that the greatest effect 
of the strike power is the power to exercise it when they think the em- 
ployer is at the greatest disadvantage, not at a time when the employer 
can have time to prepare his forces. I just have that recollection, and 
I wish you ale supply me with a memorandum on it. 

Mr. Catnoun. Yes, sir, we will undertake to do so. 

(The memorandum follows :) 


RAILROAD RETIREMENT BOARD, 
Chicago, Ill., May 14, 1957. 
Hon. WAYNE MORSE, 
Chairman, Subcommittee on Railroad Retirement, Senate Committee on 
Labor and Public Welfare, United States Senate, Washington, D. C. 


DEAR SENATOR Morse: The enclosed memorandum is pursuant to your request 
of May 3, 1957, during hearings on the bill S. 1680, with reference to the Board’s 


regulations for the payment of contributions under the Railroad Unemployment 
Insurance Act. 


Sincerely yours, 
HowarD W. HABERMEYER, Chairman. 


MEMORANDUM OF THE RAILROAD RETIREMENT BOARD ON THE TESTIMONY OF MR. 


LEONARD J. CALHOUN WITH REFERENCE TO SECTION 8 OF THE Brit §. 1630, 85TH 
CONGRESS, 18T SESSION 


During the hearings on May 3 on the bill S. 1630, Mr. Leonard J. Calhoun 
testified in support of section 8 of the bill, which would amend the first sentence 
of section 8 (g) of the Railroad Unemployment Insurance Act to read as follows: 

“(g) The contributions required by this Act shall be collected and paid 
quarterly or at such other times and in such manner and under such conditions 
not inconsistent with this Act as may be prescribed by regulations of the Board, 
and shall not be deducted, in whole or in part, from the compensation of em- 
ployees in the employer’s employ: Provided, That in any event such regulations 
shall permit any employer at his option to pay before the end of the quarter end- 
ing September 30 of any year contributions with respect to the first month, the 
jirst and second month or the first and second and any part of the third month 
of such quarter.” (The emphasized language would be added by the proposed 
amendment. ) 

Mr. Calhoun stated that under the Board’s present regulations the contribu- 
tions due under the Railroad Unemployment Insurance Act for the third quarter 
of the year cannot be paid before October 1. Following this statement, Senator 
Morse, chairman of the subcommittee said, ‘Let the records show that the chair- 
man has requested Mr. Bernstein, counsel to the subcommittee to write a letter 
to the Board, calling attention to Mr. Calhoun’s testimony on this, asking the 
Board for a memorandum in reply so that we will know the reasons for the 
Board regulation.” 

This memorandum is pursuant to the above quoted statement of the chairman. 

The Board’s regulations (20 CFR, 1949 edition, sec. 345) based on the un- 
amended portion of the above quoted first sentence of section 8 (g) of the Rail- 
road Unemployment Insurance Act provides (in sec. 345.9 (a)) that “The em- 
ployer’s contribution report for each quarterly period shall be filed on or before 
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the last day of the second calendar month following the period for which it is 
made”; and (in sec. 345.10) that “The contribution required to be reported on 
an employer’s contribution report is due and payable to the Board * * * at the 
time fixed for filing the contribution report.” 

The above-quoted regulations, which, in substance, have been in effect since 
1939, are patterned after regulations for similar purposes with regard to report- 
ing and payment of taxes under the Carriers Taxing Act, now the Railroad Re- 
tirement Tax Act (2 F. R. 2205, Oct. 15, 1937, as amended, 4 F. R. 1391, Apr. 1, 
1939 (now 26 CFR, 1949 edition (cum. sup.) sec. 411.605) ) ; and presented no 
problem to railroad employers covered under the Railroad Unemployment In- 
surance Act until September 1955. Prior to the 1948 amendments to the Rail- 
road Unemployment Insurance Act (Public Law 744, 80th Congress, approved 
June 23, 1948), the rate of contributions under the act was a flat 3 percent of 
pay roll on up to $300 a month earnings per employee. This provision was 
changed by the 1948 amendments to read as follows: 

“2. With respect to compensation paid after December 31, 1947, the rate shall 
be as follows: 


The rate with respect to 
compensation paid dur- 
ing the next succeeding 
calendar year shall be— 


If the balance to the credit of the railroad unemployment insurance account as 
of the close of business on Sept. 30 of any year, as determined by the Board is—- 


nn Ue ee re 1%, percent. 
$400,000,000 or more but less than $450,000,000_____.________ . 1 percent. 
$350,000,000 or more but less than $400,000,000___..___ 1% percent. 
$300,000,000 or more but less than $350,000,000__._____________ 2 percent. 
$250,000,000 or more but less than $300,000,000___.__.__.___.____ 214 percent. 


Sa eT Nk ee os 3 percent. 


“As soon as practicable following the enactment of this Act, the Board shall 
determine and proclaim the balance to the credit of the account as of the close 
of business on September 30, 1947, and on or before December 31 of 1948 and of 
each succeeding year, the Board shall determine and proclaim the balance to the 
credit of the account as of the close of business on September 30 of such year.” 

Early in September 1955 it became clear that the balance in the Railroad Un- 
employment Insurance Account as of September 30 of 1955 would be less than 
$400 million, with the consequence that the contribution rate would be increased 
by at least 1 percent of payroll with respect to compensation paid on and after 
January 1, 1956. Accordingly, representatives of the Association of American 
Railroads offered, on behalf of the railroad companies in the country, to pay a 
part of the contributions due for the third quarter of 1955, sometime before Sep- 
tember 30 of that year, in the hope that the contributions for this quarter so paid 
would make up the difference between the esimated balance as of September 
30 and $400 million. (This would have saved the employers about $25 million 
in contributions during 1956, but might have hastened a greater increase in the 
rate for 1957.) 

Under the Board’s regulations (above referred to) the contributions for the 
third quarter of 1955, or for any part thereof, were not due before October 1, 
1955. However, section 8 (g) of the act, by providing that the “contributions 
required by this act shall be collected and paid quarterly or at such other times 
and in such manner and under such conditions not inconsistent with this Act as 
may be prescribed by regulations of the Board,” appears to give the Board ex- 
press authority to add to the present regulations a provision permitting em- 
ployers to file contribution reports on a monthly or even weekly basis, provided 
such permission would not be “inconsistent with this Act.” [Italic supplied.] 
Whether or not the Board should so amend the regulations was to be considered 
in the light of the possibility that the difference of about $25 million in the 
account resulting from the lower contribution rate could, in a very bad year, be 
the difference between solvency and (temporary) insolvency of the account. 
If this should be so then such an amendment, though within the letter of the 
act, might be considered inconsistent with the spirit and purpose of the act, 
particularly in the light of certain statements made during certain congres- 
sional hearings and in certain congressional reports. Thus, in his testimony in 
June of 1947 before a subcommittee of the House Committee on Interstate and 
Foreign Commerce, on the bill H. R. 3150, 80th Congress, 1st session (this bill 
proposed a sliding-scale unemployment insurance contribution rate similar to 
the one now in effect except that the range was $350 million at a one-half 
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percent rate, and dropped by $50 million each in other ranges ending with $150 
million at a 3-percent rate) Mr. James M. Souby, general solicitor of the Asso- 
ciation of American Railroads, stated (at p. 41) that “there could be no valid 
claim that the slide scale provided in this bill would not be adequate to insure 
funds sufficient at all times for the payment of such benefits, even at the in- 
creased rate provided by the Crosser Act.” [Italic supplied.] And Mr. J. 
Carter Fort, vice president of the Association of American Railroads stated (at 
p. 77 of the same hearings) that “such a graduated rate would afford a com- 
plete guaranty of the financial soundness of the unemployment-insurance system 
* * *” [Italic supplied. ] 

The House committee report on H. R. 3150 stated (at p. 5) that “the change 
proposed (in the bill) with respect to the contribution rates will in no way affect 
the soundness of the railroad unemployment insurance system * * *.” See to 
the same effect a similar statement by Mr. Souby in support of the bill S. 670, 
80th Congress, 1st session (which contained the same sliding-scale proposal as 
in H. R. 3150), at page 44 of the hearings on such bill; see also similar statements 
by Mr. Sidney S. Alderman, general counsel of the Southern Railway Co., at page 
171 of the same hearings, and of Mr. J. Carter Fort at pages 181-182 of the same 
hearings. In 1948, during the hearings on H. R. 5711, 80th Congress, 2d session 
(which contained the same sliding-scale contribution proposal as in H. R. 3150), 
similar statements were made during the hearings on this bill by Mr. Fort (see 
pp. 3 and 7) and by Dr. Julius H. Parmelee, vice president and director, bureau 
of economics, on behalf of the Association of American Railroads (see p. 31). 
A few days later, during the hearings on 8. 994, 80th Congress, 2d session (which 
contained the same sliding-scale proposal as in H. R. 3150), in reply to a state- 
ment of Senator Ives, Dr. Parmelee made similar statements (see p. 115); and 
again made such statements at pages 117 and 130 of the same hearings. During 
the hearings on the bill H. R. 6766, 80th Congress, 2d session (which bill was 
enacted as Public Law 744 and is now in effect), Mr. Fort reiterated his pre- 
vious statements concerning the solvency of the account. 

In its report on S. 2782, which was the companion bill to H. R. 6766, the Senate 
Committee Report No. 1574, 80th Congress, 2d session, stated at page 2 that 
“the Railway Labor Executives Association accepted the amendments to the Rail- 
road Unemployment Insurance Act contained in S. 2782 view of the agreement 
by the Association of American Railroads to accept the amendments to the Rail- 
road Retirement Act contained in the pending bill; and also because of the added 
assurance against depletion of the reserve in the railroad unemployment insur- 
ance account resulting from the provisions in the bill that the balances in the 
account (which are determinative of the contribution rate) be within a range of 
$450 million to $250 million, instead of $350 million to $150 million as proposed in 
the bill S. 994.” [Italic supplied. ] 

In view of the foregoing legislative history and the provisions of section 8 (g) 
of the Railroad Unemployment Insurance Act, the Board is ready to amend its 
regulations to provide for the optional payment of contributions in the third 
quarter of a calendar year on a monthly, weekly, or other basis, provided it is in 
accordance with the wishes of the Congress. 


Senator Morssr. Mr. Bernstein ? 

Mr. Bernstern. Mr. Calhoun, just one question: In your prepared 
statement you present the general thesis that an employer through the 
unemployment-compensation fund should not be called wpon to finance 
strikes against the employer. In your oral example you gave as your 
hypothetical situation a case in which, after the strike is delayed by 
the Emergency Board and the employers and the carriers accept the 

<mergency Board recommnedation, it is improper to expect them also 

to finance a strike against the Emergency Board recommendations. 
As a matter of fact, have unemployment-compensation benefits been 
paid under those circumstances by the carriers, where the carriers have 
accepted the Board’s recommendations ? 

Mr. CatHoun. I think some are being currently paid. We will be 
glad to put in the memorandum data as to what has been the situation 
in the last couple of years if you would like to have it. 
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Senator Morsr. I would like to have it very much. I think the 
question is a very pertinent one and I am glad Mr. Bernstein asked 
it so that we can have that information. 

(Mr. Monroe subsequently submitted data on strike benefits which 
appears on p. 357.) 

Senator Morse. I hope that Mr. Schoene, representing the brother- 
hoods, is taking note of this questioning because I will ask him to 
prepare, likewise, a memorandum if he doesn’t cover it in his testimony. 

Mr. Scnoene. I do go into some detail, Senator, in my testimony this 
afternoon. 

Senator Morsr. Thank you. 

I have nothing further. 

Senator Allott? 

Senator Atiorr. I just want to make it clear in asking these ques- 
tions I am not sure that I have my mind fully made up as to them 
either. I reserve the right to determine these matters in executive 
session, but I feel that these points, which I am simply trying to bring 
out, to direct attention to, should be pointed up. 

I think, for example, that the changes in the general labor situation 
have been substantial since this first. act was passed. The compara- 
tive strength of the organization is much greater and the fact that 
so many things are covered by this whole Railroad Retirement and 
Unemployment Act it seems to me causes us to have a special responsi- 
bility; everybody here does—the brotherhoods, the management—to 
look at this thing. 

We have very, very deep and sincere problems with our pension 
peer and our people who are on pensions—our older people, and 

have received many pathetic letters from some of our older people 
and widows of retired railroaders who feel that they are inadequately 
and unfairly treated in last year’s legislation and who feel that they 
will be treated unfairly in this year’s legislation, to the extent that 
all of these extra frills come in here which may or may not be entirely 
necessary. They detract from the ability of the fund to pay more to 
the elderly people who are away above the average age of retirement 
and therefore not susceptible of going out and gaining new employ- 
ment, and it is for those people particularly that I have a special 
concern at this time, and to the extent that we get into too many other 
frills on our other benefits, we cut down the amount of money which 
can be paid to our older people, and I think that is about the size of 
it as it appears to me on this and other matters and until I have heard 
everything that the parties have had to say and we have had a further 
opportunity to discuss it, I reserve my opinion on it. 

Senator Morse. Although these are two different funds—the com- 
pensation fund and the retirement fund—in the last analysis, the 
money comes out of the same pocket and there is only so much money 
in it. 

Mr. Calhoun, we thank you very much. 
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(The following was later received for the record :) 


ASSOCIATION OF AMERICAN RAILROADS, 
Law DEPARTMENT, 
Washington, D. C., May 15, 1957. 
Hon. WAYNE Morsg, 
Chairman, Subcommittee on Railroad Retirement, 
Senate Committee on Labor and Public Welfare, 
Senate Office Building, Washington, D. C. 

DeAR SENATOR Morse: During the course of the recent hearings before your 
Subcommittee on Railroad Retirement and Unemployment Insurance Legisla- 
tion certain representations were made by spokesmen for the Railway Labor 
Executives’ Association regarding a number of proposals of the railroads con- 
tained in S. 1630. Further, and particularly during the latter days of the hear- 
ings, statements were made in support of the brotherhood’s proposal for “ex- 
tended benefits’ under the Railroad Unemployment Insurance Act. 

On behalf of the railroad industry we have prepared a number of memorandums 
dealing with the various contentions of the railroad brotherhood and enclose 
them herewith. They are entitled: 

1. “Alleged Administrative Difficulties and Delays”; 
2. “The ‘Base Year’ and ‘Benefit Year’ Issue in the Railroad Unemploy- 
ment Insurance Act Legislation” ; 
3. “Issues Raised by the Railroads’ Proposed Method of Computing 
Benefits” ; 
4. “Limiting Benefits to Genuine Railroad Employees” ; 
. “Railroad Unemployment Insurance Benefits for Strikers” ; 

“Maternity Benefits” ; 

. “Disqualification on Discharge for Misconduct” ; 
. “Extended Unemployment Insurance Benefits.” 

This is to request that this letter and its enclosures be made a part of the 
record in the hearings before your subcommittee on 8S. 1313, S. 1630, and other 
bills. 

During the course of a colloquy between you and Mr. Calhoun, you asked that 
he provide your subcommittee with a memorandum setting forth information 
regarding the payment of unemployment benefits during recent strikes in the 
railroad industry. That information is set forth on a single sheet attached and 
shows the strikes, the number of employees collecting benefits by reason of 
such strikes and total benefit payments from January 1, 1955 to date. I like- 
wise request that this sheet be made a part of the record in the recent hearings. 

In addition to furnishing a copy of this letter with attachments to the clerk 
of the Senate Labor and Public Welfare Committee, I am handing a copy of the 
letter with its attachments to each member of your subcommittee. 

Respectfully yours, 


CO 1S C1 


GERALD D. FINNEY. 
ALLEGED ADMINISTRATIVE DIFFICULTIES AND DELAYS 


The railway labor executives’ representative, in opposing the railroads’ pro- 
posed changes in the Railroad Unemployment Act, made a series of statements 
to support a conclusion that if these proposals were adopted “One can only 
guess at the length of time that would be required to obtain all this information 
in each individual case, but it is obvious that unconscionable delays in making 
initial payments would result and that administrative expense would be 
enormously increased.” 

In view of their demands for enormously increased benefits, it seems odd for 
the railway labor executives to express concern over any increased administra- 
tive expenses. Increased expenses are, of course, of great concern to the rail- 
roads as they bear the entire cost of the system. In framing the railroads’ 
proposals, administrative expenses both of the Board and expenses of the rail- 
roads in supplying data and feasibility of operation were examined into in 
the light of State system experience. 

Analysis of the statements submitted on behalf of the railway labor executives 
supporting their alleged fears of “unconscionable delays” in benefit payments, 
makes clear that both these statements and the conclusion are without factual 
basis and are a mere smokescreen. The initial statement is that: “From the 
wage and service reports that the Board is required to maintain under the 
Railroad Retirement Act the Board can promptly ascertain from its own rec- 
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ords virtually all the information required to adjudicate unemployment insur- 
ance claims.” 

The Board’s own records supply historical wage data—only one of the many 
types of data necessary in administering the system. 

The Board has data supplied by the railroads annually as to wages and 
months of service of each railroad employee. The railroads must, of course, 
keep all this data and propose to supply it at the time a person claims benefits. 
This is the practice under most State systems and has not resulted in the un- 
conscionable delays which the railways executives’ spokesman alleges that he 
fears. 

To quote another part of the railway labor representative’s statement: ‘‘Am- 
ple experience is available on which to base proposed changes. Theoretical 
an? conjectural objections do not suffice.” 

Separation reporting of much more detailed wage data than is required by the 
railroad proposal is being done successfully every day my many States. For 
example, to quote from the United States Department of Labor publication 
Comparison of State Unemployment Insurance Laws as of December 1955: 
“Michigan, New Jersey, New York, and Wisconsin require that an individual 
must have worked a specified number of weeks with at least a specified weekly 
wage.” 

This means, of course, that the employer must supply data when a claim is 
filed, showing the weeks of claimant’s employment in the base period and the 
amount of his wages in each week. In contrast, the railroads would be re- 
quired under the railroad proposal to report merely total wages for the base 
period and months of service—data which they are already required to keep in 
connection with railroad retirement. 

There is no question but that the States with wage data reported on a sep- 
aration basis operate effectively and with no undue administrative difficulty, 
even though they deal with very large numbers of small employers. The rail- 
way labor executives’ statement ignores this ample experience. It fails to show 
any reason why separation reports would not be equally successful for the 
railroad system. Instead, the statement violates the railway labor executives’ 
representative’s own observation that “theoretical and conjectural objections 
do not suffice.” 

The further objection is made that “under the railroad’s proposal the Board 
would have on its own records not one item of the necessary information at the 
time unemployment occurs. Even the base year and the benefit year of the 
individual employee are not ascertainable until unemployment occurs.” 

This is, of course, merely an emotional description—the data he refers to is 
wage data supplied currently when a claim is filed by employers in the many 
States requiring separation reports, and would be similiarly supplied the rail- 
road system by railroads under the railroads’ proposal. 

The next part of the statement is that “The Board would then further have 
to ascertain in each individual case what was the last daily basic rate paid 
within the base year. * * *” 

This statement is either made in ignorance or is deliberately misleading. 
Last daily benefit rate is not presently in the annual wage report records of 
the Board. 

Since 1954, as each employee must be paid the higher of (1) the schedule 
benefit or (2) 50 percent “of the last daily benefit rate paid within the base year,” 
this latter must be ascertained from data gathered when the individual first 
claims benefits in the benefit year—just as would be the case under the railroad 
proposal. Insofar as determining the last daily rate of pay is concerned, the 
only difference between present law and the railroads’ proposal is that the 
present law requires establishing what was the last daily rate in a base year 
which ended some time ago. For example, the last daily rate in 1955 must be 
determined for persons currently claiming benefits. Under the railroad proposal, 
typically there would be the much easier job of ascertaining the last daily rate 
paid immediately before the claimant’s first claim in the benefit year. 

The statement is also made that: “The Board would then further have to 
ascertain * * * whether the employee quit his employment without good cause, 
whether the employee was discharged for good cause * * *,” 

The railway labor executives either know or should know that this determina- 
tion must be made under existing law, and that the determination is not based 
on the Board’s records as they do not contain this data, but are decided on cur- 
rently gathered data—and that the railroad proposal of separation reports could 
contain this data and so would, if anything, facilitate rather than delay such 
determinations. 
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The railway labor executives also know, or should know, that under existing 
law determination must be made as to whether a claimant “is receiving or has 
received annuity payments or pensions under the Railroad Retirement Act of 
1935 or the Railroad Retirement Act of 1937, or insurance benefits under title IT 
of the Social Security Act, or payments for similar purposes under any other 
act of Congress or unemployment benefits under any unemployment law of any 
State or of the United States other than this act.” 

The railway labor executives also know, or should know, that claim payments 
are not delayed pending investigation but instead, in appropriate situations, there 
are later financial adjustments. This, obviously, would be the administrative 
approach in dealing with persons who claim unemployment and sickness benefits 
though entitled to disability or retirement benefits. 

Accordingly, there is utterly no substance to the final argument that there 
would be delay in claim payments, because the Board would then further have 
to ascertain * * * whether the employee is or upon application would be entitled 
to either a disability annuity or age annuity under either the Railroad Retire- 
ment Act or the Social Security Act. 

Thus, analysis of the objection that unconscionable delays in benefit payments 
might result if the railroads’ proposals are adopted makes clear that this 
objection is without foundation and contrary to State experience. 





Tue “Base YEAR” AND “BENEFIT YEAR” ISSUE IN THE RAILROAD UNEMPLOYMENT 
INSURANCE AcT LEGISLATION 


Under the railroad unemployment-insurance system, like all other systems, 
eligibility for benetits and the benefits payable in a claimant’s benefit year are 
determined by his wage history in his base year. 

As stated in the United States Department of Labor publication, Comparison 
of State Unemployment Insurance Laws, ‘“* * * in 44 State laws, the date 
establishing the beginning and ending of the base period depends on when the 
worker first applies for benefits or first begins drawing benetits; that is, on the 
beginning of the benefit year.” 

These States adopted this approach rather than one like the railroad system, 
which has a calendar year as a base year and a year starting the following June 
as a benefit year, because the railroad system produces several indefensible re- 
sults. 

For example, a person applying for benefits between July 1, 1956, and June 30, 
1957 under the railroad system either qualifies or fails to qualify depending on 
his wage record in the year 1955. And his last railroad work may have been in 
March 1955, 27 months ago. Thus he has long been out of the railroad labor 
market and, typically, has been covered by a State system and can qualify for its 
unemployment benefits. 

But though the claimant is no longer in the railroad labor market, neverthe- 
less, claimant can and does qualify under the railroad system for unemployment 
benefits, as such benefits are higher than those provided by State stystems, or 
for cash sickness benefits, which are not payable except by four States, or for 
maternity benefits, which are payable only in Rhode Island. 

In contrast, a person who left a job covered under a State system in December 
1955 and went into railroad work, and has, accordingly, lost his State system 
protection, cannot qualify today for the railroad system’s benefit, even though 
he has been steadily employed under the railroad system for the intervening 
year and a half. 

Another example is that of an individual whose only railroad pay is $350 in 
December 1956 and $350 in January 1957. He cannot qualify for benefits in 
any year. But if he makes $200 in November and $200 in December 1956— 
that is, at least $400 in a calendar year—he can qualify for benefits in June 
of this year, or, if he makes $200 in January and $200 in February 1957, he can 
qualify for benefits—not in June of this year but in July 1958. 

If his November and December 1956 work qualified him for the benefit year 
beginning next July, this person can draw $400 in unemployment benefits and 
$400 in sickness benefits and $400 in maternity benefits—3 times his total rail- 
road pay. 

The railway labor bill would partially rectify one of the several situations 
above outlined for a selected group—that is, those with more than 5 years’ 
service—but would not rectify the cause of these situations and so would not 
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rectify any of the other situations. In contrast, the railroad’s bill would rectify 
the basic cause, and is patterned on the most effective approach used in escaping 
the lag period between qualifying work and benefits by establishing the indi- 
vidual base years, as do 44 States. 

Oddly enough, despite their own proposed partial correction of one of the sit- 
uations set out above, the railway labor spokesman criticized the railroads’ 
proposal by saying: “No demonstration is made that in actual operation this 
existing condition results in actual hardships and inequities.” 

The railway labor spokésman admits that there is no excuse except adminis- 
trative convenience which warrants the present provisions. He stated: ‘In- 
herently, there is no other reason why a fixed benefit year should not begin 
immediately upon the conclusion of a fixed base year.” With this admission, 
what is the reason he advances against the railroads’ proposal for establishing 
the system of individual base and benefit years which States have so uniformly 
found essential to escape the inequities outlined above? 

He states that the lag period is “required for the Board to receive and process 
the necessary base-year data, and that it is not feasible to make any sub- 
stantial reduction in the interval.” 

Thus, he repeats today a conclusion that the Railway Labor Executives 
Association reached back in 1938 when there was little actual experience in 
administering unemployment insurance. 


ADMINISTRATIVE CONSIDERATIONS 


Since the railway labor executives base their objection to establishing base 
years and benefit years on a basis which conforms to general State practice, 
solely on administrative considerations, the key question is whether administra- 
tive considerations, in fact, require continuance of the present system despite 
its inequitable results. 

The fact that some 44 States are presently operating on the proposed basis of 
separation reports is a complete answer to the administrative contention raised 
by the railway labor executives. 

Recent changes in the Railroad Act already require a special report on wage 
rate. In 1954, the railway labor executives’ bill provided that benefits, when 
more favorable, should be based on the claimant’s last daily rate of pay in his 
base year. This proposal was adopted by Congress, and now the Board must 
ascertain each claimant’s last daily rate of pay in his base year. This data may 
be more difficult to obtain than is his last daily pay, as his last daily pay in the 
base year as now determined is from 6 to over 20 months before the date he 
files his benefit claim. 

The railroad proposal would also require daily-pay information, but instead 
of daily pay 6 to over 20 months before filing the claim, the last daily pay 
under the proposal typically would be his pay immediately before he filed his 
claim. Thus the railroad proposal would reduce the problem of obtaining this 
basic-pay-rate information. 

A further objection raised was that the Board would have to determine 
“whether the employee quit his employment without good cause.” This, like- 
wise, has to be determined under existing law. 

Further similar objections which were raised do not go to the question of the 
proposed change in the basic change in the basic year, but relate to data not in 
annual wage reports but, nevertheless, are needed whether or not the base year 
is changed to conform with the railroad proposals. 

It should be borne in mind that any additional costs arising out of the use 
of separation reports would be borne entirely by the railroads. 


RAILROAD RETIREMENT BOARD REPORT 


The Railroad Retirement Board has reported to the appropriate Senate and 
House committees on the railroad industry’s bill. 

In this report, the Chairman’s statement makes no mention whatever of any 
administrative difficulties or delays which might be attributable to either the 
labor proposal or to the railroad’s proposal. 

He does not in any way associate himself with the statement of the labor repre- 
sentative on the Board supporting the argument that “presently the base year 
and benefit years are fixed and uniform periods known and easily understood by 
the employees, the railroads, and the Board. Facts essential to determination as 
to eligibility for benefits and no less essential to the computation of benefits are 








AMENDING THE RAILROAD RETIREMENT ACT OF 1937 345 


now readily available to the Board. This would not be true if the bills under 
discussion were enacted.” 

Nor does either the Chairman or the labor member make any answer to the 
charge of the railroad representative in this report supporting the proposal 
because: “The unjust results of denying benefits to persons with substantial 
recent railroad work is illustrated by the technical analysis that estimates that 
some 15,000 employees, not qualified under the present law might have been 
qualified under the bill and have received about $6 million that was not paid.” 

The railroad industry’s spokesmen pointed out that any and all additional 
administrative costs would be borne entirely by the railroads, and that they were 
agreeable to this as this burden is warranted in view of inequities of existing law. 


SUMMARY 


The proposed change in base and benefit years from a calendar base year, a 
jag period, and a calendar benefit year from July to June, to individual base and 
benefit years (like the great mass of State systems), has been proposed by the 
railroads because of a series of inequities inherent in the present law. 

The railway labor executives failed to point out a single inequity which this 
change would create, nor did they deny the existence of any of the present 
inequities specifically pointed out by examples of the association, nor did they 
deny that these situations stemmed from present law and would be corrected by 
the railroad’s proposal. 

Their entire opposition was predicated on an alleged fear of delay in pay- 
ments. This fear was not reflected in the report to the committee either of the 
Chairman of the Railroad Retirement Board or of the railroad representative 
of the Board—nor was its actuality demonstrated by the railway labor execu- 
tives’ spokesmen or by the labor member on the Board. 

The decisive fact that individual base year reports are and for many years 
have been regularly and successively made under State systems is ignored by 
the railway labor executives. While expressing fear of delays in payments, 
they failed to show any such delay in any of the many State systems utilizing 
this system of reporting, and they failed to produce any other basis of their 
expressed fear. 

Opposition to the proposal can thus be ascribed only to a general policy of 
systematically opposing, regardless of merits, any railroad suggestion for im- 
proving the railroad system. 


Issues RAISED BY THE RAILROADS’ PROPOSED METHOD OF COMPUTING BENEFITS 


The railroad association’s proposal to pay daily benefits of 60 percent of the 
claimant’s last daily rate of “paycheck” pay, i. e., pay after withholding taxes, 
is primarily challenged by the Railway Labor Executives Association on two 
points: 

1. The appropriateness of the “paycheck percentage’ method as compared 
with the present railroad system methods; and 

2. The size of the benefits computed under the proposed paycheck formula as 
compared with the size of benefits as computed under present law. 

The spokesman for the railway labor executives stated that: “The disingenious 
explanation that take-home pay is the proper basis for measuring wage loss 
becomes particularly odious upon analysis. Congress has exempted unemploy- 
ment insurance benefits from income taxation in order to avoid any diminution 
of these meager means of support. The railroads’ proposal to reduce the daily 
rate of pay as a measure of benefits by the amount of income-tax withholdings 
is in effect to diminish the unemployment benefit by the equivalent of income 
taxes thereon and to retain Such amount in the railroad unemployment insurance 
account to the advantage of the carriers.” 

Manifestly, the above statement is without substance. What happens to 
general benefit levels as a result of changing a formula from gross pay to net 
pay depends on the percentages of pay used. For example, 60 percent of net pay 
is in many cases substantially more, and in some Cases less, than 50 percent of 
gross pay. Congress can and should determine appropriate general benefit levels 
regardless of the approach used. 

The problem is not that of general benefit levels but of correcting the inde- 
fensible result of the present formula as applied to types of situations referred 
to below. 


93396—57—_—23 
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The real issue here is whether gross pay or pay after taxes is the fairer method 
of computing benefits, and the method most compatible with the purposes of the 
Unemployment Insurance Act. 

The reason for adopting the paycheck formula instead of using gross pay before 
withholding as a basis for benefits is simply this: 

The claimant’s pay loss from unemployment is his pay after taxes. Whether 
his unemployment check is to make up 40 percent, 50 percent, 60 percent, or some 
other percentage of his pay loss, it should be geared to his actual pay loss—his 
take-home pay. 

This is of particular importance in systems like the railroad systems with 
liberal benefit levels. If the benefits are determined on the basis of gross pay 
before taxes, in some situations the difference between the unemployment check 
and the normal paycheck will be so small as to dangerously weaken the incentive 
to get back on a job. 

The railway labor executives’ representative stated that: “At first blush, the 
proposal to pay 60 percent of take-home pay may appear generous as compared 
with the present minimum of 50 percent of last daily rate of pay.” 

It is manifestly difficult to defend paying benefits of more than 60 percent of 
actual pay loss—but that is already the case in some situations and the Railway 
Labor Execuives Association proposes to preserve these situation by retaining 
the schedule—and by further increasing benefits paid under it. 

The railroad proposal is not presented as being generous. It is presented as 
being equitable and realistic. The present gross pay formula lacks both these 
qualities. 

A person with several dependents may have no income tax while a person 
without dependents and the same gross pay will have quite substantial taxes. 
This is, of course, reflected in their paychecks, and the unemployment benefits 
of each should be the same percentage of their paychecks. 

It is not equitable and it makes no social sense for benefits of a larger per- 
centage of normal paycheck to be paid to a person without dependents than 
is the percentage of pay loss paid a person with dependents. 


SUPPLEMENTAL BENEFITS 


A substantial part of the testimony of E. L. Oliver, economic advisor of the 
Railway Labor Executives Association, dealt with the supplemental unemploy- 
ment benefits paid by certain industries. All the plans referred to supplement 
State systems in order to bring the total benefits up to a percentage of pay after 
taxes—the take-home pay approach. These were negotiated with unions and 
were made in recognition that this is the most equitable method of determining 
benefits. 

REASON FOR NOT BASING BENEFITS ON TOTAL WAGES 


Under the present law benefits are paid either on a schedule based on total 
base year wages or on a percentage of the last daily wage—depending on the 
particular case. <A large part of the opposition to the railroad proposal is that 
it would abolish this approach. 

The railway labor executive’s spokesman offered no defense for continuing 
to base benefits on total base year earnings except the following: 

“The use of the last daily rate of pay as the exclusive measure of benefits 
operates unfairly in another respect. By operation of seniority rules, in a pe- 
riod of declining employment, employees are frequently bumped from higher 
paying position to lower paying positions. Consequently, employees with some 
years of seniority who become unemployed may be holding positions immediately 
prior to unemployment on which the rate of pay bears no relationship to the 
rate of the position held during most of the base year. The carrier proposal 
would make the lowest rate of pay drawn immediately prior to layoff the ex- 
clusive measure of benefit payment.” 

This is a weak and unconvincing defense. The lower pay job would, of course, 
result in lower total wages and accordingly lower benefits under the total wage 
formula, just as it would mean lower take-home pay and lower benefits under 
the net daily pay formula. If the illustration happened in enough cases to 
present a problem of real significance, it might be remedied by using take- 


home pay before the job reduction. But it would not be solved by retaining 
the total wage schedule. 
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REPUDIATION OF THE TOTAL-WAGE FORMULA 


The railroad proposal to terminate the entire total-wage formula is really 
no more than a proposal to complete the job which was partly done in 1954 
on request of the railway labor executives. Their justification at that time 
was that the formula worked inequitably and unjustly as applied to persons 
with relatively limited base year employment. They accordingly proposed using 
the wage rate instead of the schedule as applied to persons with limited base 
year employment. 

The railroad proposal is that inequitble and unjust benefits occur in the case 
of persons with full base-year employment, and that accordingly the wage- 
rate method should apply to all employees. Having partly instituted the wage- 
rate approach which is consistent with the general State approach, the railway 
labor executives are in no position to complain of its equity. 

On analysis it is clear that their opposition is solely that it may result in 
reducing certain indefensibly high benefits, just as its partial adoption resulted 
in increasing certain low benefits. 

Until the 1954 amendments the individual’s daily benefit depended solely on 
the total of his wages in his base year. This method, called the annual-wage 
formula is used in only seven State systems. The other States base weekly 
benefits on the individual’s weekly pay rate—either the actual average or the 
computed average for his highest calendar quarter. 

The present annual pay railroad system formula in effect provides daily bene- 
fits of about 50 percent of gross daily pay to persons engaged in railroad work 
during a large part of but not throughout their base year. It provides substan- 
tially more than 50 percent of gross daily pay to persons working all or nearly 
all the base year, and less than 50 percent of gross daily pay to persons with 
relatively short periods of work. 

As the railway labor executives representative stated, ‘‘an individual who is 
fully employed during his base year at a daily rate of pay of $15.33 * * * would 
qualify for unemployment benefits at the daily rate of $8.50 under the present 
law.” 

The schedule formula pays daily benefits depending in amount on length of 
base-year work as well as on normal pay rate. This obviously does not relate 
benefits to pay loss. 

In 1954 the railway labor executives recognized the validity of the principle 
followed by the great bulk of States of relating benefits to pay rate and hence 
to pay loss, rather than to total base-year earnings. They introduced, and Con- 
gress adopted, an amendment basing benefits on the claimant’s last daily pay 
rate in his base year. However, in situations where the annual wage schedule, 
which was also liberalized in 1954, will pay a higher benefit, they recommended 
that this basis be retained and it is still in the law. 

Thus the annual-wage benefit schedule was scrapped and the daily pay rate 
formula was adopted in all cases where the annual wage formula produces low 
benefits (cases where the claimant worked much less than the full base year). 
But the annual wage has been retained even in instances where its use produces 
indefensibly high benefits (cases where the claimant worked all or nearly all 
the base year). 

The railroad association proposal is that the last daily pay rate should govern 
in all situations—as daily unemployment benefits should depend in all situations 
on daily pay lost by unemployment. 





LIMITING BENEFITS TO GENUINE RAILROAD EMPLOYEES 


Under present law eligibility for benefits is based on a flat specified amount 
of earnings in the claimant’s base year. At present this amount is $400. The 
railroads have proposed that this requirement be changed to one which is more 
realistic. 

The basic proposed change is that instead of a flat amount, the claimant 
must have earned an amount equal to 87 times his daily pay rate. This, of 
course, means that he must have been in railroad work at least a third of the 
working days in his base year. Such a requirement, whether for 87 or some 
greater or lesser number of days, is fairer than basing eligibility on a flat amount. 
There is no defensible theory to qualify a $28-per-day man in half the time 
necessary to qualify a $14-per-day man. 
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The objection of the railway labor executives to the provision just described 
was very limited and unconvincing. The principle was not, and could not be 
attacked. The basic reason for the proposal was not and could not be attacked. 
The argument was only that “the amount of requisite base year earnings would 
be drastically increased (i. e., to 87 times the basic daily rate, which in the case 
of a $15 rate, barely above the present minimum would be over $1,300).” 

No statement was made that persons working in less than a third of the work- 
ing days in a base year have shown themselves to be genuinely attached to rail- 
road employment. No suggestion was made that some specified smaller number 
of days should be used. No reason was advanced to support the flat earnings 
requirement of existing law. 

The principal attack was made on the further proposal that to qualify, the 
individual should perform at least a small amount of work in each of 6 calen- 
dar months—including 2 in the last half of the base year. A person can meet 
this requirement who begins work toward the end of April or of May and does 
his last work shortly after the beginning of September or October. 

The attack on this provision was basically a defense of the present practice of 
paying benefits to employees whose work is so casual that they do not meet even 
this requirement. The spokesman for the railway labor executives stated: 

“A substantial amount of railroad work, particularly in the northern regions, 
is seasonal and is performed in areas where other work is not readily available 
in the off season. Many of the employees engaged in this seasonal work are 
firmly attached to the railroad industry, return to it year after year, but when 
the season is short many work less than 6 months.” 

He assumes that unemployment and sickness benefits should properly pro- 
vide subsistence for the major part of the year for persons engaged therein. 
He ignores the whole problem raised by seasonal employment and implies that 
those who engage in it may properly expect to be supported the major part of the 
year by unemployment insurance. 

He denies the commonsense conclusion that typically persons working only 
4 or 5 months in a year in railroad work do other work in the year, and 
states: 

“In support of this proposition the railroads point out that substantial num- 
bers of unemployment insurance beneficiaries work in less than 6 months of 
the base year. It is then asserted with no proof whatever that this condition is 
not indicative of unemployment exceeding 6 months but of shifting to nonrailroad 
jobs.” 

However, he is certainly familiar with the statistics. 

For example, in 1954, some 215,000 persons worked for railroads in only 2 to 5 
months. But unemployment benefits were paid to only 40,000 of beneficiaries 
with base-year wages of less than $1,300. 

This issue is establishing a realistic safeguard of the drain on the system 
created by persons who have only brief railroad work but who draw benefits 
instead of seeking other work. 

It is contrary to equity and public policy to continue to invite persons to sit 
back and draw benefits after engaging in railroad work for only a minor part 
of the year. 


RAILROAD UNEMPLOYMENT INSURANCE BENEFITS FOR STRIKERS 
THE STRIKE BENEFIT ISSUE 


The basic issue of paying unemployment benefits is raised by the railroad 
industry’s proposal to delete the words underlined below in section 4 (a-1) of 
the Railroad Unemployment Insurance Act. The section as presently written 
denies benefits to an employee for “(iii) * * * any day with respect to which 
the Board finds that his unemployment was due to a stoppage of work because 
of a strike in the establishment, premises or enterprise at which he was last 
employed, and the Board finds that such strike was commenced in violation of the 
provisions of the Railway Labor Act or in violation of the established rules and 
practices of a bona fide labor organization of which he is a member.” 

With the omission of the italicized words, this strike disqualification provision 
would be in line with other unemployment systems. But as presently written it 
is out of conformity with states as the underlined matter limits the strike dis- 
qualification of “wildcat” strikes—and so all authorized strikers receive benefits. 
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The issue is whether the railroad U. I. system, which is financed wholly by 
railroad taxes, should provide “strike benefits” to railroad employees striking 
against the railroads, or whether its benefits should be granted only to persons 
who are involuntarily unemployed. 

Except for the Railroad System, all unemployment insurance systems have @ 
strike disqualification applicable both to “legal” and “illegal” strikes. 


HISTORY OF STRIKE DISQUALIFICATION 


The President’s Committee on Economic Security, which President Roosevelt 
established in 1934 to work out the original social-security proposals, had a 
special board which worked out appropriate unemployment compensation pro- 
visions. The then Chairman of the National Mediation Board, Dr. William N. 
Leiserson, testified in 1935 before the Senate Finance Committee with respect 
to the unemployment compensation provisions. He stated (hearings, p. 259), 
“TI worked particularly on the unemployment compensation provisions.” 

At the request of the Finance Committee, he furnished copies of the two model 
bills developed by the staff and approved by the committee. These model bills 
each provided (p. 601 and 623 of the hearings) that: “An employee shall not 
be eligible for benefits for any week in which his total or partial unemployment 
is directly due to a labor dispute still in active progress in the establishment 
in which he is or was last employed.” 

This provision followed the decision of the Advisory Council to the Committee 
on Economie Security which was composed of outstanding citizens including 
Grace Abbott, George Berry, and William Green. 

This committee made a detailed report on appropriate legislation. It contained 
the following (p. 228, hearings) : 

“Types of unemployment not benefited— 

““(1) Unemployment of persons directly engaged in trade dispute for dura- 
tion of dispute.” 


DISQUALIFICATION UNDER STATE SYSTEMS 


Disqualification of strikers for benefits is provided for in the law enacted by 
Congress for the District of Columbia, and by the legislatures for the State 
unemployment insurance laws of every State. No distinction is made between 
“lawful” and “wildcat” strikes. 

Exclusion from benefits for the entire duration of the active progress of the 
labor dispute is the rule in all but two States. As stated in the United States 
Department of Labor publication, Comparison of State Unemployment Insurance 
Laws (1956, p. 98), “Only two States provide for a definite period of disquali- 
fication * * * New York * * * after the expiration of 7 weeks and the waiting 
period * * * Rhode Island 6 weeks * * * and a 1-week waiting period.” 


INTERNATIONAL RULE 


The rule of disqualifying strikers from benefits is recognized not only 
nationally, but internationally. 

The social-security standards adopted by the International Labor Conference 
at the ILO in Geneva in 1952 provides (art. 69) for suspending benefits (1) In 
the case of unemployment benefits, where the person concerned has lost his 
employment as a direct result of a stoppage of work due to a trade dispute * * *” 

This was adopted without controversy by the labor delegates and employer 
delegates of all the nations, including the United States, participating at the 
conference. 

REASON FOR THE STRIKE DISQUALIFICATION 


As stated in Digest of Issues in Social Security, Part III, Chapter III, Repert 
to the House Ways and Means Committee, Senate Committee Print, 80th Con- 
gress, Ist session, 1947, “Disqualifications are intended to prevent payment of 
benefits to an individual whose unemployment is a result of his own voluntary 
act.” 

A. J. Altmeyer, Social Security Board, Chairman, later Commissioner, in 
hearings in 1939, pages 2332-2333, in testifying on strike disqualifications stated : 

“Benefits are limited entirely to involuntary unemployment. I am not suggest- 
ing any liberalization in that regard. I think the proper theory of unemploy- 


ment compensation is that benefits should be paid only for involuntary unem- 
ployment.” 
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Nelson H. Cruikshank, on behalf of the A. F. of L., in 1946 hearings on social 
security before the Ways and Means Committee, stated at page 1402: 

“Mr. WASIELEWSKI. Do you believe that unemployment-compensation benefits 
should be paid a man out on strike? 

Mr. CrurIkSHANK. The position of the American Federation of Labor is that 
unemployment compensation programs should be completely neutral and our posi- 
tion has traditionally been that labor disputes between employers and employees 
are something for which the labor organizations themselves should bear the cost.” 


POSITION OF RAILROAD RETIREMENT BOARD 


The Chairman of the Railroad Retirement Board has made no comment on 
the strike benefit issue. In the report to the chairman of this committee, on the 
railroad industry bill by the Railroad Retirement Board, the employee repre- 
sentative states that the proposed deletion would “* * * abolish the long estab- 
lished congressional policy, which has been in effect from the very beginning of 
the system, for the payment of unemployment benefits for time lost due to orderly, 
legitimate and legal strikes, conducted solely to rectify or improve conditions 
of employment in full accord with the quite specific and carefully considered 
provisions of the Railway Labor Act and in full accord with the provisions of 
the laws and constitutions of the railway unions, long and universally recognized 
as respectable, well run and responsible organizations.” 

The carrier representative states in this report: “Certainly, it was hardly the 
intent to subsidize persons whose unemployment is attributable to their own 
decisions. * * * The spirit of the law should never have contemplated that * * * 
employees should draw unemployment benefits from a trust fund provided solely 
by employers while on strike against the industry * * * 

“Although * * * only 300 persons received benefits of some $63,000 while on 
strike in 1955-56 there were 18,100 such beneficiaries in the previous year who 
received in excess of $8 million. In the present fiscal year there have already 
been three work stoppages involving some 1,700 railroad employees—all eligible 
for benefits under present law.” 


ARGUMENT OF RAILWAY LABOR EXECUTIVES 


Mr. Schoene, on behalf of the railway labor executives, states that railroad 
spokesmen “point out, as they did in 1938, that the railroad act differs from 
unemployment compensation acts generally in that it disqualifies employees who 
are unemployed because of a strike in which they are participating only if 
the strike was commenced in violation of the Railway Labor Act or of the laws 
of the labor organization to which they belong. This difference has existed since 
1938. It was consciously adopted in recognition of the fact that the procedures 
of the Railway Labor Act themselves subject railroad employees to much greater 
restrictions than are applicable to other industrial employees. It was believed 
that the procedures of the Railway Labor Act were such as to assure that every 
means of amicable adjustment of disputes would have been exhausted before a 
strike would occur; consequently, there was no justification for denying benefits 
for unemployment occurring during a strike that was not in violation of the 
Railway Labor Act or of the laws of the organization.” 


THE 19388 ACT 


The theory above expressed as to why railroad employees should receive 
unemployment benefits during strikes must have been developed since 1938. 
Examination of the testimony before the Senate and House committees on the 
bill adopted in 1938 establishing the railroad unemployment system, shows that 
this recent argument was not advanced at that time. The report of neither 
committee assigns any reason for adoption of the language which permits strike 
benefits to be paid. 

The record shows that the basic issue contested in 1938 was whether there 
should be a separate unemployment system established at that time for railroad 
employees—not whether particular provisions in the long and complex bill 
should be adopted, revised, or rejected. 

The hearings were held at the very end of May and the Ist of June in the 
House, and the ist of June in the Senate—near the end of the session. The 
Senate committee chairman told the Labor Executive spokesman (p. 197 of hear- 
ings): “You realize the legislative situation now * * * There would be objec- 
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tion to the bill, so I will move that the Senate proceed to its consideration. It 
is going to be difficult to obtain Senate passage but I will do all I can. 

“Mr. Hays. Well, we count on you to work that out for us. 

“The CHAIRMAN. You had better count on the administration leaders to work 
that out. I might suggest to you the proper persons to work on. I appreciate 
the confidence and faith.” 

The bill was reported out by both committees shortly after the hearings, and 
passed exactly as drawn by the railway labor executives save only deletion of a 
minor provision permitting free transportation of Railroad Retirement Board 
employees. 

INVALIDITY OF ARGUMENT FOR PAYING STRIKE BENEFITS 


As shown above, legislative history negatives the argument that the provision 
permitting strikers to receive strike benefits from the railroad-financed railroad 
unemployment fund ‘‘was consciously adopted in recognition of the fact that the 
procedures of the Railway Labor Act themselves subject railroad employees to 
much greater restrictions than are applicable to industrial employees.” Instead, 
the legislative history makes clear that the long and complex bill was rushed 
through as drawn by the railway labor executives. 

More important than the question of how the provision permitting strikers to 
receive benefits came to be adopted is whether it should be retained. The rail- 
way labor executives argue now that there was in 1938 a vast disparity in the 
rights of labor under the Wagner Act and the rights of labor under the Railway 
Labor Act. Their representative inadvertently admitted a substantial change 
in relative treatment in railroad and industrial employees in stating that 
“* * * it might well be that if the strike disqualifications in State unemploy- 
ment-compensation acts were reconsidered today in the light of the Taft- 
Hartley Act, they too might be relaxed.” 

The fact is that, despite the several sessions of each of the 48 State legisla- 
tures since the Taft-Hartley Act, with hundreds of changes made in State un- 
employment laws, no strike-benefit restriction has been relaxed. 

That the Railway Labor Act imposes no unwarranted burdens on railway 
labor is indicated both by its provisions, its history, and the admission by Mr. 
Harrison in his testimony on behalf of the railway labor executives at the Senate 
hearings when he stated that that act was worked out by railway labor and 
management and was the finest statute that the mind of man could devise. 

The strike-benefit issue, for the railroad system covering railroad employees 
and for State systems covering all other employees, is identical. Certainly, no 
benefit payments are warranted during strikes because of the basic considera- 
tions leading to the model State law provisions, framed and approved with labor 
participation and the subsequent defense of those considerations by the Commis- 
sioner of Social Security, and the adoption of the same restriction by the Inter- 
national Labor Organization. 

For, as stated by Commissioner Altmeyer with respect to liberalizing the strike 
provisions “I am not suggesting any liberalization * * * the proper theory * * * 
is that benefits should be paid only for involuntary unemployment.” 

Nor have the railway labor executives advanced any reason why they do not 
agree with the A. F. of L. position, above quoted, that “unemployment-compensa- 
tion programs should be completely neutral, and our position has traditionally 
been that labor disputes between employers and employees are something for 
which the labor organizations themselves should bear the cost.” 





MATERNITY BENEFITS 


An issue in the proposed revision of the Railroad Unemployment Insurance 
Act is whether maternity benefits shall be paid hereafter. 

Female employees who decide to raise a family presently receive an average 
of more than $900 per child under that act. The question is whether such 
special treatment of this special group should be part of a program paying bene- 
fits for involuntary unemployment. 

This issue is to be clearly distinguished from the issue of sickness benefits, 
for sickness benefits are a common hazard of all employees of both sexes and 
all ages. This basic distinction between maternity and other sickness has been 
recognized in all 4 State systems which pay sickness benefits, 3 of which pay no 
maternity benefits and 1 which pays in very limited amounts. 
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As stated in the United States Department of Labor publication, Comparison 
of State Unemployment Insurance Laws, 1956 edition, page 127: 

“Types of disability excluded.—All the laws exclude or limit benefits for dis- 
ability due to pregnancy. New Jersey does not pay for any period of disability 
due to pregnancy, miscarriage, or abortion. California provides payments 
only for disability which lasts more than 28 days after termination of pregnancy, 
and New York only for disability which occurs after a woman has worked in 
covered employment for at least 2 consecutive weeks following the termination 
of pregnancy. In Rhode Island, benefits for disability resulting from pregnancy 
are limited to 12 consecutive calendar weeks beginning 6 weeks before the 
expected .date of childbirth and ending not more than 6 weeks after childbirth. 
Additional weeks may be compensated only if there are unusual complications 
as a result of childbirth.” 

Rhode Island, the only system which pays maternity benefits, recognizes that 
the hazard is in no way related to employment, and finances benefits solely by 
employee contributions. The maximum payable to a person in Rhode Island is 
$360, and only to one with $1,080 in base-year wages. Under the railroad system, 
a woman with $1,080 in base-year wages can receive $1,080 in maternity benefits 
and $1,080 in other sickness benefits, paid for entirely by the railroads. 

In the Railroad Retirement Board’s report on the pending proposals, the 
Chairman is silent on the matter of maternity-benefit payments. 

The labor member of the Board states, “The bills, if enacted, would be un- 
mistakably against the best interests of railroad employees and public policy 
because * * * the payment of maternity benefits as such is completely elim- 
inated.” 

The railroad member of the Board states, “The spirit of the law should never 
have contemplated that * * * an employee coming under maternity provisions 
should, in effect, receive special benefits, since maternity involves neither hazard 
of railroad employment or involuntary illness or, again, without contributing 
a single penny to the fund * * *” 

The soundness of his position is demonstrated by the facts in the case set 
out below. 


THE PERCENT OF EMPLOYEES WHO MAY POSSIBLY RECEIVE MATERNITY BENEFITS 


There are currently some 22 million women in the labor force of the United 
States. Of this, only some 100,000, less than one-half of 1 percent, are in rail- 
road work. Of this one-half of 1 percent, only a portion are married and of 
childbearing age. Only this tiny fraction of women in the railroad industry plus 
the small percentage falling under the Rhode Island system are covered by 
Government maternity-benefit systems. Obviously, the railroad system is in- 
consistent with the general social-security programs respecting maternity pro- 
tection. 

Women comprise about 6 percent of the railroad labor force, and probably less 
than half of these are married and of childbearing age. Even of these, some 
cannot bear children for one reason or another. 

Of the nearly 4 million births in the United States, only 3,900—about 1 in 
every thousand—were by mothers who were recipients of benefits under the 
railroad system, with a comparable number of beneficiaries under the Rhode 
Island system. These represented the extent of Government maternity benefici- 
aries in the United States. Obviously, maternity protection is not a general 
public policy. 


PUBLIC POLICY AND PUBLIC INTEREST 


In view of the fact that only a tiny fraction of births are covered by maternity 
benefits, it can hardly be said that provision of maternity benefits has been 
recognized as an appropriate part of social-security policy or has been found 
necessary in the public interest. 

Thus, there is no merit in the criticism of the labor members of the Board 
that failure to pay maternity benefits for the one-in-a-thousand cases where 
they are presently paid “would be unmistakably against the best interests of 
railroad employees and public policy.” 

As a matter of fact, even as limited to railroad employees, only a very small 
fraction are protected—only about six in a hundred are women, probably less 
than half of these are married women of childbearing age. Maternity benefits, 
covering a happening which is generally voluntary rather than involuntary, 
and a hazard to which only a minor fraction of the work force is subject, can 
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hardly be required “by the best interests of railroad employees”—over 90 percent 
of them cannot possibly qualify for the benefit. 

In contrast with the maternity hazard, 144,000 railroad employees of both sexes 
and all ages received sickness benefits in 1955-56, averaging $360 per case, 
under the railroad system, including some women who also received maternity 
benefits. In addition, 3,900 women received maternity benefits averaging $913 per 
case. This latter was not protection against a hazard common to railroad em- 
ployees. It was a special benefit to a small, selected group. 

If the remaining 9914 percent of all working women had received the same 
protection some 850,000 would have received an aggregate of around three-fourths 
of a billion dollars in benefits. There is certainly no national policy or special 
need justifying this special privilege under law. 

No one has attempted to explain why the railroads should be required by law 
to provide this special system of benefits for the one in 200 working women who 
happen to be working for the railroads. Certainly they present no special situ- 
ation requiring benefits not provided similarly situated women under social 
programs. 

Whatever may have been the viewpoint when maternity benefits were first 
added to the railroad social-security system, it has become increasingly apparent 
over the years that this addition to social security is not consistent with Amer- 
ican needs, viewpoint, or social policy. 


EQUAL PAY-——EQUAL PROTECTION—EQUAL JOB OPPORTUNITIES 


A basie principle is involved in the provision of maternity benefits. Unions 
and management have properly agreed that a job should provide the same pay 
regardless of its encumbent. This is likewise the proper rule for fringe benefits. 
This principle is important not only in establishing the equal pay for equal 
work—regardless of sex; it is important in providing women job opportunities. 
Their employment at equal pay is destroyed if they receive some added special 
benefit, like maternity benefits, which others doing the same work cannot hope to 
receive. 

Thus the doctrine of equal pay affords a strong reason for not providing 
special benefits to certain women employees which no other employee can pos- 
sibly qualify for. It is not to the interest of women of child-bearing age that 
their employment involves extra labor costs. It not only is inconsistent with 
the equal pay principle—it tends to result in discrimination against their 
employment. 





DISQUALIFICATION ON DISCHARGE FOR MISCONDUCT 


Even the International Labor Organization in framing its Standards of 
Social Security in 1952, provides for suspending benefits payable on the “‘contin- 
gency of unemployment where the contingency has been caused by the willful 
misconduct of the person concerned.” 

The model State unemployment laws prepared by a special staff of the Presi- 
dent’s committee in 1935, approved by representatives of labor, employers, and 
the public, and submitted to the Senate Finance Committee by William N. 
Leiserson, then Chairman of the National Mediation Board, provided for dis- 
qualification from benefits of persons discharged for misconduct connected with 
his employment. 

Every State law has such a provision. 

This disqualification is not a penalty. Like refusal of suitable work or volun- 
tarily quitting a job without good cause, the individual concerned has removed 
himself from his job by his voluntary act, and unemployment insurance is in- 
tended to cover only involuntary unemployment of an individual occurring with- 
out fault on his part. 

Furthermore, it is absurd to have a system which does not pay a person who 
quits without good cause but pays him if he gets himself fired by misconduct 
connected with his work. 

Individuals denied benefits because their employment is terminated for mis- 
conduct connected with their work are fully protected against any possible 
abuse. The grievance machinery pays them full wages retroactively if their dis- 
charge or suspension is found unwarranted under grievance procedure rules. 
Their protection is particularly effective under railroad grievance procedures. 

The Railway Labor Executives’ spokesman had only this to say against the 
proposal : 
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The Railway Labor Executives’ spokesman had only this to say against the 
cause. Such a disqualification was contained in the original Act in 1938 but 
was removed almost immdeiately thereafter. The reason for its removal was 
recognition of the fact that what is proper cause for discharge is usually highly 
controversial and is often the subject of sharp conflict between the carrier and 
the organizations representing employees. Furthermore, under the Railway 
Labor Act the National Railroad Adjustment Board is the tribunal established 
for the solution of such controversies. It was considered most undesirable that 
the Railroad Retirement Board should resolve such controversies incidently 
to the adjudication of unemployment insurance claims or that it should delay 
the payment of claims pending resolution of the controversy by the National 
Railroad Adjustment Board. Nothing has occurred since that time to cast any 
doubt upon the wisdom of Congress in removing that disqualification.” 

The fact is that only in a minor percentage of cases is there any contest at all 
on the discharge or suspension, the facts are too clear and the employee con- 
cerned knows it. 

This argument ignores all the basic reasons leading to the universal adoption— 
except for the railroad system—of this disqualification. 

It fails to point out a single case where injustice has resulted under the State 
systems. 

Certainly discharge for cause involves no more difficulties administratively 
than the other disqualifications. 

The Board report to the committee does not support the Railway Labor 
Executives’ contention. 


EXTENDED UNEMPLOYMENT INSURANCE BENEFITS 


THE ISSUE 


Apparently in recognition that the present maximum of some 26 weeks of 
unemployment benefits is as long a duration as can be defended under common 
unemployment insurance principles, the Railway Labor Executives’ Association 
bill provides what are termed “extended benefits’—which would continue ben- 
efits for periods of various lengths for employees who at some time in their 
lives had some railroad employment in each of 60 or more calendar months. The 
issue is whether the proposed extended benefits should be adopted. 


BURDEN OF PROOF 


The supplementary statement of Mr. Lester P. Schoene on behalf of the Rail- 
way Labor Executives’ Association as to the burden of proof is: 

“That burden with respect to a radical overhauling of the Railroad Unem- 
ployment Insurance Act cannot be met except by a demonstration from experi- 
ence that the actual operation of the system is so unsatisfactory that radical 
revision is required.” 

GENERAL DESCRIPTION OF PROPOSAL 


As stated by Mr. Schoene in his principal testimony, the Railway Labor 
Executives’ bill proposes that persons with 60 or more months of service, “‘un- 
employed beyond the 26 weeks of normal payments should receive further ben- 
efits proportionate to their years of service * * * graduated from * * * approxi- 
mately 18 months to 41%4 years * * * the maximum is $13,260.” 


ARGUMENT FOR PROPOSAL 


Mr. Schoene argued that as “productivity increases and we either handle more 
business with the same number of employees or handle the same business with 
fewer employees * * * at least some part of that improved productivity should 
be directed to alleviating the hardship of those who are permanently displaced 
from the industry * * * people with many years of service, with skills not readily 
transferable to other industries, are being laid off and there is no job for 
them * * *. In other words, these people with long service * * * have a claim in 
excess of 26 weeks of unemployment insurance * * *. I am interested in these 
people who get displaced from their jobs after many years of service.” 

He stated that the proposal in relating extended benefits to prior service was 
based on “The Washingten job protection agreement * * * a collective bar- 
gaining agreement * * * negotiated * * * in 1936. It deals with a small phase 
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of this problem * * * permanent displacement of employees through mergers 
and consolidation.” 

He also stated that: “Further, it is a very definite purpose of the bill to 
provide an incentive to all railroad employers to employ experienced railroad- 
men that have been permanently displaced somewhere else in preference to going 
out and hiring new men * * * we have a very definite objective of making it 
expensive enough to the railroads not to employ these people so they will employ 
them.” 

Mr. EF. L. Oliver, who appeared with Mr. Schoene, stated his conclusion that 
“unemployment figures established a very grave problem of the displaced older 
railway worker for which the current unemployment compensation provision is 
clearly inadequate.” 

He also stated: “The problem has been aggravated greatly by employment 
policies of the railroads; part of the remedy lies within the control of the 
carriers themselves.” 

STATISTICAL EXHIBITS 


Mr. Oliver’s arguments based on his statistical exhibits fail to demonstrate his 
thesis of special hardship of older workers. For example, he said: “Among 
unemployed workers between 40 and 45 years of age unemployment increased from 
76 days average in 1948 and 1951 to 95 days average for 1956.” He did not 
mention that, for the same period, unemployment for all unemployed workers 
increased from 74 to 90 days. 

He further stated “in the last benefit year 137,600 railway employees drew 
unemployment benefits. Nearly 54,000—389 percent of them were 45 years or 
more of age.” He did not mention that almost 50 percent of all workers who 
qualified for unemployment benefits were 45 years or older, and hence that un- 
employment among the age 45 and older group was much less than among younger 
employees. 

SENIORITY 


Under seniority rules employees have job rights which carriers are obligated 
to respect under collective bargaining agreements. The general effect of senior- 
ity rules is to give superior tenure to 5-year-service employees—the ones who 
would have extended benefit rights under the railway labor executives’ pro- 
posal—over employees with less than 5 years’ service. The proposal would give 
the additional protection to those who because of seniority need it least. 

The exception to this general rule usually exists because of the labor union’s 
insistence on the way the seniority rules shall operate as applied to specific areas 
covered by the union agreements. These rules account for the great mass of 
“hardship” situations. 

The alleged “hardship” cases of older workers, on analysis, will typically fall 
into two categories: 

(1) Cases where the individual concerned is unwilling to take a job in 
another seniority district even though his experience might entitle him to 
that job—this usually because he would be classed below the youngest em- 
ployee in that seniority district. 

(2) cases where because of his union’s seniority rules he cannot take a 
position which might otherwise be made available. 

Thus the basic situations of long service employees which are presented as a 
reason for “‘extended benefits” for “long service” employees are not attributable 
to railroad management, but rather to the seniority rules insisted upon by 
railroad labor. 

The statistical argument that overall average railroad employment has de- 
clined some 30 percent in 12 years—averaging about 2%4 percent per year—even 
if a correct analysis, does not lead to a conclusion that persons are thereby 
necessarily thrown out of work as the normal attrition—quits, deaths, and 
retirements—far exceed this percentage. 

The statistical argument, presented by the brotherhood’s representatives 
based on the number of new employees, that old employees are involuntarily 
being replaced by railroad hiring policies is likewise without substance when 
it is remembered that under the seniority rules a new employee cannot be hired 
for any position to which any old employee has seniority rights, unless that 
employee waives these rights. 

Even a casual inspection of the median age of railroad employees as com- 
pared with employees in general, makes clear that the highly organized railroad 
industry has far less problem than outside industry with respect to displace- 
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ment of older workers. As previously mentioned, nearly half of the qualified 
railroad employees are 45 or older. 


“SUPPLEMENTARY BENEFITS” 


A series of privately negotiated supplementary benefits were presented as 
precedents in the course of the argument. These fundamentally differ from a 
social program enacted by law. 

Even so none of the several plans referred to by Mr. Oliver afford a precedent. 
At the most, they extend the normal 6 months’ benefit period an additional 6 
months—usually at a lower benefit rate, and their payment is conditional on a 
series of contingencies, financial limitations, etc., utterly lacking in the rail- 
road unions’ legislative proposal. 


WASHINGTON AGREEMENT 


As indicated above, the Railway Labor Executives’ Association points to only 
one precedent—the negotiated Washington agreement of 1936—over 20 years 
ago. That agreement dealt with a radically different situation than does the 
pending proposal—railroad mergers. 

As stated by Mr. Schonene, “recognizing the difference between that kind of 
displacement and the kind of displacement we are dealing with here, we could 
reasonably say we won’t get into the extended benefits at all unless there is 
5 years of service. * * * There is further the fact that the two situations differ 
fundamentally in that in the kind of displacement we are dealing with here it 
is impossible to identify the particular saving, or, in fact, to determine whether 
there is any saving.” 

Thus the pending proposal for extended benefits— 

(1) Is without precedent ; 

(2) Is contrary to all recognized unemployment insurance principles; 

(3) Would involve tremendous costs; 

(4) Has not been justified by any showing of a compelling situation 
peculiar to the railroad industry ; and 

(5) If there is any serious situation, it manifestly stems largely from 
collectively bargained seniority provisions, established at the instance of 
the unions. There is no justification for legislation imposing on railroads 
the burden of supporting victims of union prescribed seniority rules. 





WHAT THE PROPOSAL REALLY MEANS 


Table D-7 of the 1955-56 annual report of the Railroad Retirement Board 
shows that in 1954 there were some 1,680,000 persons in railroad work at some- 
time during the year. Over a hundred thousand were 65 or older. Approxi- 
mately 170,000 had worked less than 12 months in their lifetimes in railroad 
service. Only some 307,000 of the remainder had service in less than 5 years. 

For the year, there were some 1,482,000 “qualified employees” who could draw 
benefits if unemployed. Of these over 1,200,000 appear to have had service in at 
least 60 calendar months. Thus some 6 out of 7 qualified railroad employees 
would come within the proposal for extended benefits—including some 100,000 
past normal retirement age. 

Thus in effect, for 6 out of 7 railroad employees, the proposal is to extend 
the maximum period of unemployment benefits from a present 6 months to 
periods of from 2 to 5 years—or longer in exceptional cases. This is indeed 
a radical change in concept of the purposes and limits of unemployment insur- 
ance. 


PRECEDENTS 
There are certainly no legislative precedents for this radical change. The 


normal maximum benefit period is 6 months. Only 1 State is as long as 30 
weeks, and many are less than 6 months—26 weeks. 


THE DOLE 


At one time in England, as a depression measure, the unemployment benefit 
system was substantially extended—and lost its former dignity and became 
known as the dole. This was legislatively corrected so it affords a precedent 


against rather than for extending benefits under any public unemployment 
system. 
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Strike benefit payments, Jan. 1, 1955, to date 














| 
Workers | Total 
Railroad and duration of strike drawing un- benefits 
employment paid 
benefits 
1955: | 
Columbus & Greenville (Aug. 18 to Sept. 7, 1955)-_-..-- i 300 | $63, 000 
Louisville and Nashville (Mar. 14 to May 11, 1955)___---_---- sander lingn 12, 000 8, 000, 000 
1956: Denver Union Terminal (Aug. 29 to Sept. 21, 1956). _..-...--- patent 273 30, 130 
1957: | 
Canadian Pacific (Jan. 2 to 11, 1957) - Jon cree eotleiae | 500 16, 000 
Hudson & Manhattan (Mar. 58 to Apr. 29, 1957) . nitn—pooe | 920 123, 000 
Duluth, Winnipeg & Pacific (Apr. 16, 1957—Still in progress). SS ee | 520 1 26, 500 
Railway Express Agency (Apr. 22, 1957—still in progress) ............---- 9, 500 1 475, 000 


1 Ist 2 weeks, 





The Duluth, Winnipeg & Pacific and the Railway Express Agency strikes are 
still in progress and the strike benefit payments as shown in column 8 are not 
indicative of what the total payments will be. For example, if the Railway 
Express Agency strike continues until Monday, May 20, strike benefit payments 
to Express Agency employees will total $1,150,000 rather than $475,000 as shown 
in column 3. In other words, each week that the Railway Express Agency strike 
continues, it costs the unemployment insurance fund about $300,000. 

Senator Morse. Our next witness is J. Elmer Monroe, vice president 
of the Association of American Railroads. 

Weare very glad to have you before the committee. 

Senator Attorr. Mr, Chairman, before he begins his testimony on 
this particular problem, I wonder if I can ask consent, because I 
think it should be a part of this record, to have inserted a letter written 
to Senator John F. Kennedy by the Railroad Labor Executive Asso- 
ciation on July 20, 1956, and the letter written on July 20, 1956, by 
the Railroad Labor Executive Association, the first one being signed 
by Mr. G. E. Leighty, and the second one being signed by Mr. C, T. 

Anderson. I think they should be made a part “of the record because 
it is a part of the history and is our responsibility and everybody’s 
responsibility - this point in regard to this particular legislation. 

Senator Morse. I think they should be made a part of the record. 
They were aaa a part of the record last year. 

Senator A.torr. Yes,sir. They are both very short. 

Senator Morse. Perhaps we should make the entire report of last 
year a part of the record. 

Senator Attorr. That would be satisfactory. 

Senator Morse. Let’s do it that way. Let’s include at this point 
the committee report on railroad retirement legislation of last year 
which included the letters that the Senator offered for the record. 

(The committee report follows :) 


[S. Rept. No. 2747, 84th Cong., 2d sess.] 
AMENDING THE RAILROAD RETIREMENT Act oF 1937 


The Committee on Labor and Public Welfare, to whom was referred S. 3616, 
a bill to amend the Railroad Retirement Act of 1937, to provide increases in 
benefits, special disability determinations for railroad employees, and for other 
purposes, and to amend the Railroad Unemployment Insurance Act, having 


considered the same, report favorably thereon with amendments and recommend 
that the bill as amended do pass. 
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The amendments are as follows : 

(a) Strike out all after the enacting clause and insert in lieu thereof the 
following: 

“That (a) section 3 (a) of the Railroad Retirement Act of 1937 is amended by 
striking out ‘2.76’, ‘2.07’, and ‘1.38’ and inserting in lieu thereof ‘3.04’, ‘2.28’, and 
‘1.52’, respectively. 

“(b) So much of section 3 (e) of such Act as precedes ‘Provided, however’ is 
amended to read as follows: ‘(e) In the case of an individual having a current 
connection with the railroad industry, the minimum annuity payable shall, before 
any reduction pursuant to section 2 (a) 8, be whichever of the following is the 
least: (1) $4.55 multiplied by the number of his years of service; or (2) $75.90; or 
(3) his monthly compensation.’. 

“Sec. 2. (a) Section 5 (h) of the Railroad Retirement Act of 1937 is amended 
by strikin out ‘$30’, ‘$160’, and ‘$14’ wherever they appear and inserting in lieu 
thereof ‘$33.00’, ‘$176’, and ‘$15.40’, respectively. 

“(b) Section 5 (1) (10) of such Act is amended by striking out ‘40’, ‘10’, ‘$14’, 
‘$33.33’, ‘$25’, and ‘$13.33’, wherever they appear and inserting in lieu thereof ‘44’, 
*11’, ‘$15.40’, ‘$36.66’, ‘$27.50’, and ‘$14.66’, respectively. 

“Sec. 3. All pensions under section 6 of the Railroad Retirement Act, all joint 
and survivor annuities and survivor annuities deriving from joint and survivor 
annuities under that Act awarded before July 1, 1956, and all annuities under the 
Railroad Retirement Act of 1935 are increased by 10 per centum. 

“Sec 4. The amendments made by the first section of this Act any by sub- 
section (a) of section 2 shall be effective only with respect to annuities (not 
including annuities to which section 3 applies) accruing for months after June 
1956. The amendments made by subsection (b) of section 2 shall be effective only 
with respect to annuities accruing for months after June 1956 and lump-sum pay- 
ments (under section 5 (f) (1) of the Railroad Retirement Act of 1937) in the 
case of deaths occurring after June 1956. Section 3 shall be effective only with 
respect to pensions due in calendar months after July 1956 and annuities ac- 
cruing for months after June 1956.” 

(b) Amend the title so as to read: 

“A bill to amend the Railroad Retirement Act of 1937 to provide increases in 
benefits and for other purposes.” 

The committee bill would increase benefits under the Railroad Retirement Act 
by, generally, 10 percent. The bill would not increase any annuity which is al- 
ready in an amount equal to the annuitant’s average monthly wage because it is 
obviously contrary to retirement policy for a retirement annuity to be in excess of 
the average amount that the retired employee earned during his working life. 
Further, the bill would not increase the social security minimum; that is, an 
annuity which has already been increased by reason of such minimum to an 
amount above the amount computed under the railroad retirement formula will 
be increased only to the extent that the increase by reason of such minimum is 
less than 10 percent of the annuity computed under the regular railroad retire- 
ment formula. Finally, a spouse’s annuity in an amount of more than $49.40 
will not be increased by the full 10 percent since the bill does not provide for 
increasing a spouse’s annuity above the present maximum of $54.30. 


ALL STANDARD RAILWAY UNIONS SUPPORT THE COMMITTEE BILL 


The Railway Labor Executives’ Association advised your committee that all 
the standard railway labor unions are in favor of the committee bill. The Rail- 
way Labor Executives’ Association consists of the chief executives of the fol- 
lowing standard railway labor organizations: American Train Dispatchers’ 
Association; Brotherhood of Locomotive Firemen and Enginemen; Brotherhood 
of Maintenance of Way Employees; Brotherhood Railway Carmen of America; 
Brotherhood of Railroad Signalmen of America; Brotherhood of Railway and 
Steamship Clerks, Freight Handlers, Express and Station Employees; Brother- 
hood of Railroad Trainmen; Brotherhood of Sleeping Car Porters; Hotel and 
Restaurant Employees and Bartenders International Union; International As- 
sociation of Machinists; International Brotherhood of Boilermakers, Iron Ship 
Builders, Blacksmiths, Forgers and Helpers; International Brotherhood of 
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Electrical Workers; International Brotherhood of Firemen and Oilers; Inter- 
national Organization Masters, Mates and Pilots of America; National Marine 
Engineers’ Beneficial Association; Order of Railway Conductors and Brakemen; 
The Order of Railroad Telegraphers ; Railway Employes’ Department, AFL-CIO; 
Railroad Yardmasters of America; Sheet Metal Workers’ International Associ- 
ation; and Switchmen’s Union of North America. 


NEED FOR NEW LEGISLATION 


The standard railway labor organizations and many Members of Congress 
have been seriously concerned with the inadequacy of the benefits under the 
Railroad Retirement Act to cope with the rising cost of living. The greatest suf- 
ferers from the present high cost of living are those people who are trying to 
exist on a fixed income, such as pensions and annuities. They are trying to get 
along on a fixed number of dollars each month, and these dollars are buying less. 
The end result is that there people are driven to greatly lowered living standards. 
There was general agreement until recently that the railroad retirement system 
was virtually withoht peer among plans of its kind. However, with the passage 
of the 1950 and later amendments to the Social Security Act, and the gains made 
in the past several years by employees in many industries through the adoption 
of private supplemental pension plans, the railroad retirement system has fallen 
behind. Recognizing this problem, many Members of Congress have introduced 
bill proposing to improve the benefits under the Railroad Retirement Act. 


COST OF BENEFITS PROVIDED FOR BY THE COMMITTEE BILL AND THE DISTRIBUTION OF 
SUCH BENEFITS 


The chief actuary of the Railroad Retirement Board estimated that the pro- 
posed increase in benefits provided in the committee bill would cost 1.57 percent 
of taxable payroll, as follows: 


Additional 
cost (percent 

Item of payroll) 
eee eos MTOR OT DOUMIDUR. ooo ns ee eee eat 
ROTRNON GUMITN IR ice 5 he eh ee ee eed tee . 05 
ee a II. eS see een Bede aR EL  s -16 
IE DAORATS SU VENOT DONGHIE Ss con ck Sh Se i See . 01 
Seerees THIN BUM oak a ee a Uk eke . 02 
Allowances for accelerated retirement... ooo eee eee 27 
RR ak PRE Os ne esting. Bie ok Be —. 05 
a ca a eda a it ee 1.57 


The cost item of 0.27 percent of taxable payroll as “allowance for accelerated 
retirement” is questionable. Without this item the estimated cost of the com- 
mittee bill would be only 1.30 percent of taxable payroll. 

The Board’s actuary assumed that the average railroad employee who earns 
an average of more than $300 a month would voluntarily retire on an annuity 
considerably less than one-half his average earnings. This assumption was seri- 
ously challenged by the standard railway labor unions and by the labor member 
of the Railroad Retirement Board when the average increase would have been 
$15 a month under the bill as introduced. Now that the average increase under 
the committee bill would be only about $10 a month, the actuary’s assumption 
is even more questionable. 

Tables 1 and 2 below show the effect of the committee bill on the beneficiaries 
under the Railroad Retirement Act: 
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TABLE 1.—Estimated number of monthly beneficiaries of each type on the Ruail- 
road Retirement Board’s current payment rolls July 1, 1956, who would be 


affected or not affected by proposed 10 percent increase in railroad retirement 
at formuins 


On current payment | Estimated number 





Estimated number not increased 




















rolls increased 
l re ot aa | 
| Benefit com- | Month- 
Type of benefit | puted under— | By less | |lycom-} Social | 
o By 10 | than | pensa- |security 
| Total | | Total | per- | 10 per-| Total tion, |formula) Others 
| Rail- | Social | | cent cent mini- | cases | 
| | road jsecurity | mum 
formula formula | | | cases | | 
ashae io ah cents jb all aac 
Bee owns 2. | 650, 900) 470, 400) 180, 500! 413, 400| 381, 400) 32, 000) 237, 500) 7,000; 168,000) 62, 500 
Retirement. "321, 000) 299, 000) 22, 000 “298, 000! 289, 000; | 9, 000) 2, 000) 5,000, 18, 000 
Pensioners - -- - - | 2,500) 2, 500)_- | 2,500} 2, 500). : 
Spouses --_ _. ..---| 114, 000) 107, 000 7,000; 44,000) 31,000) 2 13, 000 70, 000 2, 000 5, 500) 3 62, 500 
Aged widows. nt 153,000; 55,000) 98,000; 59,000; 52,000) 47, 000| 94, 000 94, 000 
Widowed mothers__| 11, 400 400; 11,000 800) 400) 5400) 10, 600 10, 600) _. 
Children __ 44, 000 2, 500; 41, 500 5,000} 2,500) 52,500! 39, 000 39, 000! 
Parents- _-__- z 1, 100) 100) 1, 000 200 100) 5100 900 900 
Survivor (option) -- 3,900) 3, 900) _____. 3, 000) eh ce Sine set lan axle aici doable 


service) changed to monthly compensation minimums. 


2 Includes 11,500 unreduced spouse benefits over $49.36 but less than $54.30 before increase 


guaranty cases changed to the railroad formula. 
3 Normal spouse annuity already equal to $54.30. 


4 Includes 5,000 guaranty cases and 2 


5 Guaranty cases changed to the railroad formula. 


1 Includes 6,000 guaranty cases Heine to railroad yous 3,000 minimums ($69, 4.14 times years of 


, and 1,500 


,000 spouse minimums changed to the regular railroad formula. 


Note.—No provision made for application of the disability freeze under title II of the Social Security 


Act. 


Type of benefi 


t 


Source: Office of Director of Research, 


Total on current payment rolls 


| 


Average benefit 





U.S. Railroad Retirement Board, July 19, 1956. 


TABLE 2.—Estimated numbers of monthly beneficiaries of each type on the Rail- 
road Retirement Board’s current payment rolls July 1, 1956: 
cent affected and average monthly benefits before and after 
percent increase in railroad retirement benefit formulas 


Number and per- 
proposed 10 


Total on rolls receiving increase 


Average benefit 





chiefly to the 





Source: Office of Director of Research, U. 


Hearings were held on the bills 8. 
a subcommittee of your committee. 
taxing provisions in the bill. 
been excluded by the committee’s amendment. 
a temporary measure for the purpose of providing an interim modest increase 
This is 5 percent less than the increase proposed in 
The reason for the smaller increase proposed 
in the committee bill is that the financing features of the bill as introduced 
a much-needed increase in benefits 


in benefits of 10 percent. 
the bill as originally introduced. 


have not been favorably reported. 
until the financial features are worked out would be to shut our 
fact that this session of Congress is about over and that the retired railroad 





3, 900 


HEARINGS AND CONCLUSIONS 


3616 and S 


To delay 


3654 on May 2 
The issues during the hearings were directed 
These provisions, however, have 
The committee bill is, in essence, 


Number eee Pee) © ss 4, 2 aan 
| cent of, Number|cent of jcent of 
Before After change | total | Before After |change 

| increase | increase | | ine rease | increase | 

| } | 

| ees 650, 900 | : 413, 400 | 64 | 

Retirement _-_- 321, 000 | $102.10 | $111.70 9.4 | 298, 000 | 93 $104. 40 | $114.70 | 9.9 
Pensioners 2, 500 | 77. 80 | 85. 60 10.0 2, 500 | 100 77. 80 85. 60 10.0 
Spouses._-.__..-- 114.000 46.90! 48.20! 28] 44,000! 39 39.60 | 42.85 | 8.2 
Aged widows. - 153,000 | 50.90) 52.40 2.9 | 59.000 | 39; 40.90 | 44.65 | 9.2 
Other survivor insurance. | 56, 500 46.00 | 46.30 -7 | 6,000 11 | 35.50) 38. 50 8.5 
Survivor (option) -_------ 3, 900 6.9 | | 650.50 10.0 100 45. 90 50.50 | 10.0 


. Railroad Retirement Board, July 19, 1956. 
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workers and their dependents and survivors, who look to Congress for relief, 
would be forced to wait at least 6 more months for any increase in benefits. 
The committee is in agreement with the view that the extra $10 a month, on 
the average, which the committee bill proposes would not be an incentive for 
accelerated retirement. If an employee is forced out of service, or is disabled, 
he would retire if eligible, without regard to this bill. 

The committee is unanimous in its determination to act promptly at the next 
session of the Congress on a measure which will finance these increased benefits, 
regardless of any action which may or may not be taken by other committees 
of the Congress on related provisions for tax relief. In this connection, the 
committee has been assured by the Railway Labor Executives’ Association that 
preparations are now being made to present to the Congress early next year a 
plan of financing the railroad retirement system in such a way as to cover 
adequately the cost of the benefits provided in the committee bill. 

Following are letters from officials of the Railway Labor Executives’ Associa- 
tion concerning this problem : 


RAILWAY LABOR EXECUTIVES’ ASSOCIATION, 
St. Louis, Mo., July 20, 1956. 
Senator JOHN F. KENNEDY, 
Chairman, Subcommittee on Railroad Retirement, 
Senate Committee on Labor and Public Welfare, 
Washington, D. C. 

Drar Senator Kennepy: I am writing with reference to S. 3616 and a similar 
measure, H. R. 9065 by Mr. Harris of Arkansas. As you know, these measures 
were introduced at the request of the Railway Labor Executives’ Association 
and we have been active in our efforts to secure passage in both Houses of 
Congress. 

In view of the failure of the House Committee on Ways and Means to act 
favorably upon one of the most important features of these bills, it would seem 
that their passage in this Congress is impossible. 

After consultation with the leadership of both Houses and with key Members 
concerned with these problems, our association has agreed to a revision in the 
text of the Kennedy bill, S. 3616, and the Harris bill, H. R. 9065. We propose 
now to effectuate an interim increase in benefits as described in the Kennedy 
bill and the Harris bill of 10 percent. The enactment of this immediate relief 
for annuitants and pensioners in our system will temporarily ease their burden. 

We propose at the next sessions of the Congress to recommend to your com- 
mittee and to the House committee a new program which will contain adequate 
financing that will take care of the proposed 10 percent interim increase as well 
as the improvements to be sought next year. 

You may be certain that the Railway Labor Executives’ Association is vitally 
aware of the implications of this request and we make it only after the most 
deliberate and careful consideration. We feel that new factors involving the 
relationship between the railroad retirement system and the social-security 
system will improve our financial picture and lessen the dangers involved in in- 
creasing benefits without immediately increasing revenues. We most certainly 
intend that our system be financed adequately and you have the assurances of 
every standard railway labor organization that we shall take every necessary 
action to provide sufficient revenues for these benefits in the next Congress. 

We regret very much that the failure of the House Ways and Means Com- 
mittee to make a definite decision on the financing aspects of the present pro- 
gram have made it necessary for the Congress at this point to provide this 
type of interim annuity relief for retired railroad workers. We are recom- 
mending this action only because of our feeling of responsibility to the hundreds 
of thousands of retired railroad men and women and their dependents through- 
out the country who are looking to this Congress for relief in their time of need. 
We urge your committee to adopt the proposed changes in the Kennedy bill in 
order that this relief may be forthcoming. 

Sincerely yours, 
G. E. Letenty, Chairman. 





RaILway LABOR EXECUTIVES’ ASSOCIATION, 
St. Louis, Mo., July 20, 1956. 
Memorandum to Senator Kennedy. 
The Railway Labor Executives’Association does not believe that the enactment 
of 8. 3616 with the elimination of the revenue features and the scaling down 
93396—5 7——_24 
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of benefit increases from 15 percent to 10 percent presents a substantial threat 
to the actuarial soundness of our system. The cost of this 10-percent increase 
added to the present cost figure of 14.13 percent in our opinion will place the total 
cost of the system at 15.43 percent of payroll. Thus the level cost of our system 
will be in excess of present income. 

The Railway Labor Executives’ Association has always believed, and most actu- 
aries are in agreement, that a system such as ours with a cost figure within 1 
percent of payroll is safety financed. If this assumption is correct, the pro- 
posed changes in the Kennedy bill would result in an out-of-balance situation. 
but one which we do not consider poses an immediate threat. 

We do not regard this as a dangerous step, especially in view of our belief that 
the recently enacted social security bill will result in an improvement of our finan- 
cial picture by reason of the financial interchange between our system and the 
social security system. 

Heretofore in the financial interchange between our system and social security 
we have received no credit for the existence of the disability provisions of the 
Railroad Retirement Act. In the future in these interchanges we will receive 
credit for this disability program. 

In addition to these factors which I have mentioned, it is our firm determination 
to ask the next Congress, immediately upon its convening, to consider another 
railroad retirement program which will contain adequate financing for this 
interim increase which we are now recommending. 
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The Railroad Labor Executives’ Association has an unbroken record of finan- 
cial responsibility in its requests to the Congress involving railroad retirement 
matters. We believe that we have demonstrated a record of good faith in our in- 
sistence over the years that this system be adequately financed. We hope that 
the Congress will have confidence in our judgment when we say that we do not 
believe that this interim increase will endanger the system and will accept our 
assurances that we shall cooperate in financing these benefits in the next Congress. 


C. T. ANDERSON, 
Assistant to the Chairman. 


SECTION-BY-SECTION ANALYSIS OF THE COMMITTEE BILL 


Section 1 (a) of the committee bill amends section 3 (a) of the Railroad Re- 
tirement Act of 1937 by changing the formula for computing railroad retirement 
annuities. The effect of this is to provide an increase in retirement annuities by 
slightly more than 10 percent. (A maximum spouse’s annuity of $54.30 would not 
be increased at all, and such annuity in the amount of $49.40 or more, but less 
than $54.30, would be increased by less than 10 percent.) 

Section 1 (b) of the committee bill amends that portion of section 3 (e) of the 
Railroad Retirement Act of 1937 which precedes the proviso. The effect of this 
is to provide an increase in the regular minimum annuity through increasing the 
computation factor of $4.14, in the first alternative formula, by slightly less than 
10 percent thereof to “$4.55,” and the computation factor of $69, in the second 
alternative formula, by exactly 15 percent thereof to $75.90. No change is made, 
however, in the other alternative formula, of the “monthly compensation,” so 
that annuities computed under this formula would not be increased at all. Also, 
no amendment is proposed regarding the minimum provision requiring the use of 
the social security formulas so that benefits to which this provision has applied 
may not be increased by the full 10 percent or, in some cases, at all. 

Section 2 (a) of the committee bill increases the maximum and minimum sur- 
vivor annuity totals (computed in accordance with the regular formulas provided 
by the Railroad Retirement Act, but not under the minimum provision requiring 
the use of social security formulas) by exactly 10 percent. 

Section 2 (b) of the committee bill amends section 5 (1) (10) of the Railroad 
Retirement Act so as to increase the “basic amount” (which is the factor for com- 
puting survivor annuities) by exactly 10 percent, and thereby increasing survivor 
annuities to the same extent. 

Section 3 of the committee bill provides a flat increase of 10 percent in pensions 
(i. e., those taken over from the railroad voluntary pension systems), in joint and 
survivor annuities (i. e., those under the former option provisions) awarded 
before the effective date of the bill, and in annuities awarded under the Railroad 
Retirement Act of 1935. The preceding sections of the bill do not apply to these 
classes of benefits. 
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Section 4 of the committee bill fixes the dates on which the changes made by 
the other sections of the bill become effective. The increases in annuities (wheth- 
er employee, spouse, or survivor) are made effective with respect to all accruals 
after June 1956 irrespective of whether the annuities have been theretofore or 
thereafter awarded. The increase in lump-sum survivor benefits is made effec- 
tive with respect to deaths occurring after June 1956. The increase in pension 
payments would be deflected in the August 1 payment to correspond with the 
date on which the first increased annuity payments would be made. 


CHANGES IN THE EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing Rules of 
the Senate, changes in existing law made by the bill are shown as follows (exist- 
ing law proposed to be omitted is enclosed in black brackets, new matter is printed 
in italic, existing law in which no change is proposed is shown in roman) : 


RAILROAD RETIREMENT AcT OF 1937 


7 * * s * e * 
COMPUTATION OF ANNUITIES 


Sec. 3. (a) The annuity shall be computed by multiplying an individual’s years 
of service” by the following percentages of his “monthly compensation”: 
[2.76] 3.04 per centum of the first $50, [2.07] 2.28 per centum of the next $100, 
and [1.38] 1.52 per centum of the next $200. 

* * a * ~ - * 

(e) In the case of an individual having a current connection with the railroad 
industry, the minimum annuity payable shall, before any reduction pursuant to 
section 2 (a) 3 [or the last paragraph of section 3 (b)], be whichever of the 
following is the least: (1) [$4.14] $4.55 multiplied by the number of his years 
of service, or (2) [$69] $75.90; or (3) his monthly compensation: Provided, 
however, That if for any entire month in which an annuity accrues and is pay- 
able under this Act the annuity to which an employee is entitled under this Act 
(or would have been entitled except for a reduction pursuant to section 2 (a) 
3 or a joint and survivor election), together with his or her spouse’s annuity, if 
any, or the total of survivor annuities under this Act deriving from the same em- 
ployee, is less than the amount, or the additional amount, which would have been 
payable to all persons for such month under the Social Security Act (deeming 
completely and partially insured individuals to be fully and currently insured, 
respectively, individuals entitled to insurance annuities under sub-sections (a) 
and (d) of section 5 to have attained age sixty-five, and individuals entitled to 
insurance annuities under subsection (c) of section 5 on the basis of disability 
to be less than eighteen years of age, and disregarding any possible deductions 
under subsections (f) and (g) (2) of section 203 of the Social Security Act) 
if such employee’s service as an employee after December 31, 1936, were included 
in the term “employment” as defined in that Act and quarters of coverage were 
determined in accordance with section 5 (1) (4) of this Act, such annuity or 


annuities, shall be increased proportionately to a total of such amount or such 
additional amount. 
so * * * * * x 


ANNUITIES AND LUMP SUMS FOR SURVIVORS 
Sec. 5. (a) * * * 


(h) MaxIMuM AND MINIMUM ANNuItTy ToTrats.—Whenever according to the 
provisions of this section as to annuities, payable for a month with respect to 
the death of an employee, the total of annuities is more than [$30] $33 and ex- 
ceeds either (a) [$160] $176, or (b) an amount equal to two and two-thirds 
times such employee’s basic amount, whichever of such amounts is the lesser, 
such total of annuities shall, prior to any deductions under subsection (i), be 
reduced to such lesser amount or to [$30] $33, whichever is greater. When- 
ever such total of annuities is less than [$14] $15.40, such total shall, prior to 
any deductions under subsection (i) be increased to [$14] $15.40. 

oe 


* & * * % * 


(1) DeFrIniITions.—For the purposes of this section the term “employee” in- 
cludes an individual who will have been an “employee”, and— 
(1) * * * 


* * * * * * 
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(10) The term “basic amount” shall mean— 

(i) for an employee who will have been partially insured, or com- 
pletely insured solely by virtue of paragraph (7) (i) or (7) (ii) or 
both: the sum of (A) [40] 44 per centum of his average monthly re- 
muneration, up to and including $75; plus (B) [10] 1/ per centum of 
such average manthly remuneration exceeding $75 and up to and includ- 
ing $350, plus (C) 1 per centum of the sum of (A) plus (B) multiplied 
by the number of years after 1936 in each of which the compensation, 
wages, or both, paid to him will have been equal to $200 or more; if the 
basic amount, thus computed, is less than [$14] $15.40 it shall be in- 
creased to [$14] $15.40: 

(ii) for an employee who will have been completely insured solely by 
virtue of paragraph (7) (iii): the sum of [40] 44 per centum of his 
monthly compensation if an annuity will have been payable to him, 
or, if a pension will have been payable to him, [40] 44 per centum of 
the average monthly earnings on which such pension was computed, 
up to and including $75, plus [10] 11 per centum of such compensation 
or earnings exceeding $75 and up to and including $300. If the average 
monthly earnings on which a pension payable to him was computed 
are not ascertainable from the records in the possession of the Board, 
the amount computed under this subdivision shall be [$33.33] $36.66, 
except that if the pension payable to him was less than [$25] $27.50, 
such amount shall be four-thirds of the amount of the pension or [$13.33] 
$14.66, whichever is greater. The term “monthly compensation” shall, 
for the purposes of this subdivision, mean the monthly compensation 
used in computing the annuity ; 

(iii) for an employee who will have been completely insured under 
paragraph (7) (iii) and either (7) (i) or (7) (ii): the higher of the 
two amounts computed in accordance with subdivisions (i) and (ii). 


Senator Morse. Mr. Monroe, you may proceed in your own way. 


FURTHER STATEMENT OF J. ELMER MONROE, VICE PRESIDENT, 
ASSOCIATION OF AMERICAN RAILROADS AND DIRECTOR, BUREAU 
OF RAILWAY ECONOMICS 


Mr. Monror. Mr. Chairman and gentlemen of the committee, my 
name is J. Elmer Monroe. I am vice president of the Association 
of American Railroads and director of the bureau of railway eco- 
nomics, with offices in the Transportation Building, Washington, 
D. C. LI appear here on behalf of the member lines of the association. 

The railroad industry constitutes one of the great basic enterprises 
of the United States and is deeply embedded in the public interest. 
For that reason, the well-being of the railroads is a matter of national 
concern. 

The economy of the United States, since the close of World War I, 
has been operating at record-breaking levels and entered the year 
1957 at the highest Tevel in history. 


Although the railroads have been participating to some degree in 
this high level of business activity from the standpoint of volume of 
freight traffic, they have, unfortunately, not been able to participate 
to any great degree from the standpoint of net earnings. In fact, 
railroad net earnings of recent years have been relatively less than 
those of the late 1920’s, notwithstanding a substantially greater vol- 
ume of business. 
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Mr. Finney and Mr. Calhoun, who preceded me, have presented the 
committee with facts to show the unreasonableness and unwarranted 
provisions of 8. 1313. 

I wish to cite to this committee some of the factors which have pre- 
vented the railroads from participating in the Nation’s recent level 
of prosperity and discuss the fact that the extremely unfavorable 
conditions under which the railroads must compete for traffic impose 
limits upon their ability to bear increased costs of operation. 

To show that the railroads are in no position to withstand the bur- 
den of unwarranted increases in operating costs, I present a number 
of tables and charts relating to the railroad financial situation and 
the factors which are already bearing heavily on their narrow margin 
of profit. 

I assume, Mr. Chairman, that the tables and charts contained in 
my statement will be printed in the record. 

Senator Morssg. Let it show that the charts included in the state- 
ment will be incorporated in the record. 

Mr. Monror. Table I compares gross and net earnings of the rail- 
roads in 1929 and in 1955 and 1956. I use 1929 as the year just prior 
to the depression of the thirties, 1956 as the latest available year, and 
have included the year 1955 to show current trend. 

I will submit table I. 

Senator Morse. It will be made a part of the record. 

(Table I and chart A follow :) 


TaBLe I.—Gross revenues and net earnings, railroads of class I in the United 
States 
[In millions of dollars] 


























Increase, 
Item | 1929 1955 1956 1946 over 
1929 
Operating revenues sek bubdls wens $6, 279. 5| _ $10, 106. 3 $10, 550. 9 $ 4,271.4 
Freight pie ene ae 4, 825. 6 | 8, 538. 3 | 8, 951. 4 | 4,125.8 
Passenger ; chen sndaaie 873. 6 742.9 | 756. 6 4 117.0 
All other 5 3 580.3 | $25.1 | _ 842. 9 | 262. 6 
Operating expenses.___. mee Fs 4,506.1 | 7,644) — 8, 108. 3 3,602.2 
Wages __. ‘ ind a. 2, 674.1 | 4, 751.6 | 5,07 0.0. 2, 395. 9 
Health and welfare. tine : | 28. 2 | 62.0 52.0 
Fuel, materials, and supplies. wenn smh numer 1, 448.7 2, 055. 9 2, 136.7 688. 0 
Other. Sas 383.3 | 810.7 839. 6 456.3 
Taxes.....- isvcnsinbesnipaianteal: (iit <aek. /, <a 724.6 
Payroll ee cist cectnls ceca eae oanialid eeu 283. 8 | 834.2 334. 2 
Federal income , ; b | 88.7 414.3 393. 8 305. 1 
Other __- : ; aia 308. 0 382. 3 393. 3 85.3 
Rents (net debit) ie ie eee ee ee eee 128.0 
Net railway operating income ___- ea 1, 251.7 1, 128.0 1, 088. 3 4 183.4 
Rate of return on net investment- (percent) _- iuabun 5. 30 | 4. 22 SW i... ed 
Net income (after fixed charges)---..........----------- $896. 8 $927.1 | $874.0 4 22.8 
| | 





t Decrease. 
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CHART 
A 


DISTRIBUTION OF GROSS REVENUES 
Railroads of Class 1 in the United States 


IDZO ond IDES 








millions 
$10,000 
8,000 + WAGES * 
6,000 
4—= PAYROLL TAXES 
4@— OTHER TAXES 
4,000 
qa FVEL,MATERIALS 
AND SUPPLIES 
2,000 8. ge Beccttscescte ve 
oe en eee OTHER EXPENSES 
NET RAILWAY 
0 OPERATING INCOME 


1929 1956 
* Including health and welfare benefits 


Mr. Monrosg. Total operating revenues represent the gross revenues 
received by the railroads from transportation services performed ; the 
item of net railway operating income is what is left of those revenues 
after paying operating expenses and taxes; net income is after the 
payment of interest and other fixed charges and is the amount avail- 
able for reinvestment in property, reserves, dividends and other corpo- 
rate purposes. 

In 1929, gross revenues of the railroads totaled $6,280 million, net 
railway operating income amounted to $1,252 million, and net income 
amounted to $897 million. Although the gross revenues of the rail- 
roads for 1956 increased to $10,551 million, net railway operating 
income declined to $1,068 million, and net income amounted to only 
$874 million. 

In other words, notwithstanding an increase of $4,271 million in 
gross revenues, net railway operating income declined by $183 million 
and net income was less by $23 million. 
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In relationship to their net investment in transportation facilities, 
railroad earnings in 1929 amounted to 5.30 percent, but in 1956 
amounted to only 3.95 percent. Thus, in spite of an increase of $414 
billion in gross revenues and a net increase of $314 billion in invest- 
ment in transportation facilities, between 1929 and 1956, the rate of 
return on such facilities declined. 

Between 1955 and 1956 railroad revenues increased by $445 million, 
owing to a greater volume of freight traffic and higher rates and fares, 
but this increase was entirely wiped out by increased operating costs, 
and net earnings declined. Increased wage costs, including a $50 
million increase in payroll taxes, absorbed about nine-tenths of the 
increased revenues, 1956 over 1955. Higher prices of materials and 
supplies absorbed the balance, and more. Part of the increased wage 
costs consisted of health surance for nonoperating employees and 
wage increases awarded in lieu thereof to other employees. Payment 
of health and welfare benefits for nonoperating employees began on 
February 1, 1955, when the carriers assumed one-half of the cost of 
the plan, and amounted to more than $28 million in that year. As- 
sumption of the full cost effective March 1, 1956, and the addition 
of benefits for dependents of employees effective November 1, 1956, 
raised these costs to about $62 million in 1956, and the current cost 
is in excess of $100 million a year. 

Mr. Monroe. The most striking features of this chart are the tre- 
mendous increase in total payroll and the fact that net earnings from 
rail operations in 1956 were actually less than in 1929. Also, it is 
shown that the railroads paid no payroll taxes in 1929, but in 1956, 
payroll taxes paid by class I railroads alone to support the Railroad 
Retirement and Unemployment Insurance Acts amounted to $33 
million. 

Railroad revenues and expenses are available for the first 2 months 
of 1957. Although the volume of freight traffic, expressed in terms of 
carloadings, was 5.2 percent less than it was during the first 2 months 
of 1956, gross revenues were up 1.5 percent, reflecting increased freight 
‘ates in effect in 1957 not effective in 1956. 

But operating expenses increased by a greater amount than did 
gross revenues, resulting in a decline in net railway operating income 
of 4.6 percent for the first 2 months of 1957 under the corresponding 
period of 1956. 

Then, also, effective May 1, 1957, wages advanced 3 cents per hour, 
an annual cost to the carriers of $75,859,000, as a result of the escala- 
tion provision of the contracts providing for a 1-cent-per-hour wage 
increase for each one-half point advance in the Consumer Price Index 
above 117.1. 

This shows that the railroads must conserve their revenues on 
account of the expensive wage increases made effective from November 
1, 1956. 

Table II shows the downward trend in the railroads’ margin of 
profit compared with the upward trend in the wage ratio. Between 
1929 and 1956, while the margin of profit declined by 9.8 cents per 
dollar of gross, wage costs increased by 9.2 cents per dollar of gross. 
In other words, the increase in the payroll burden was equivalent to 
about 94 percent of the decrease in the margin of profit. This situation 
is illustrated in chart B. 
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(Table II and chart B follow :) 
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TaBLE I1.—Distribution of railroad revenue dollar, railways of class I in the 


Item 





Operating revenues 


Salaries and wages charged to oy 
Health and welfare benefits - - _- 
I Se pac cass = 
Total wage costs- -- _- 
Other taxes 


United States, 1929, 1955, and 1956 











erating expenses. _-_-- 


Fuel, materials and supplies, and miscellaneous -- 


Depreciation and retirements 


Equipment and joint facility rents ao 


Loss and damage, injury to persons, insurance, and pensions- 


Total expenses and taxes. 
Net railway operating income 














1 Decrease. 
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Cents per dollar of gross Increase, 
os Skeed 120) 1956 Over 
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—— —_ — — 
100.0} 100.0} 100.0 ms 
4261 47.0) 48.0] 5.4 
eee 2 6 | .6 
; 2.8 3.2 | 3.2 
42.6 50.1 51.8 | 9.2 
6.3 7.9 | 7.5 | ‘3 
23.1 | 20.3 | 20.3 12.8 
4.1 5.5 5.4 1.3 
2.0 | 2.5 | 2.4 4 
2.0 2.5 2.5 5 
Ee SES SEO LTE 80.1 | 88.8 | 89.9 9.8 
pe 19.9 | 11.2 10.1 | 19.8 
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Mr. Monroe. The railroads have not experienced, and are not now 
experiencing, the prosperity enjoyed by industry in general. When 
comparison is made with earnings of other corporate groups, the 
inadequacy of railroad earnings is even more distressing. This fact 
is clearly shown by figures published annually by the First National 
City Bank of New York showing rates of return earned on net assets 
for class I railroads and a large number of manufacturing and non- 
manufacturing corporations. 

For manufacturing corporations, the return on net assets averaged 
12.8 in 1929 and increased to 13.9 percent in 1956. The return for the 
railroads, calculated on the same basis as for manufacturing corpora- 
tions, averaged 7 percent in 1929, but declined to 5.3 percent in 1956. 
The return for manufacturing corporations has gone up; the return 
for the railroads has gone down. 

The primary cause of the railroads’ financial difficulties is their 
inability to keep up, through increased rates and fares, with spiraling 
costs of labor and materials. In 1955 and again in 1956, the railroads 
were before the Interstate Commerce Commission seeking increases 
in their freight rates and passenger fares to offset increases experi- 
enced in their operating costs on account of increases in wage rates, 
increases in the payroll tax for unemployment and sickness benefits, 
and increases in the unit prices of their materials and supplies. 

Near the end of 1955, the railroads sought an increase of 7 percent 
in freight rates and charges, but, by decision dated March 2, 1956, 
the Commission authorized freight-rate increases which averaged only 
about 5.5 percent, or just a little over three-fourths the increase needed 
to meet the higher costs. In addition, a 5-percent increase in pas- 
senger fares went into effect in May 1956. 

Then, near the end of 1956, the railroads found it necessary to seek 
additional revenues to offset increased costs which came upon the in- 
dustry in the waning months of 1956 and to improve their inadequate 
and declining rates of return. After hearing, the Commission author- 
ized general emergency freight-rate increases which became effective 
in the East and West on December 28, 1956, and in the South on 
February 23, 1957, of 7 percent in eastern territory and 5 percent in 
the western and southern territories, with certain exceptions and hold- 
downs. Further increases of 5 percent in passenger fares (other 
than commutation) also became effective in January 1957. 

Efforts of the railroads in 1955 and 1956 to keep revenues in line 
with mounting expenses typify the pattern of the entire postwar 
period. Rate and fare increases made effective in the early part of 
1956 were insufficient to match rising wage and materials costs in 
that year, even with increased traffic. Further rate and fare increases 
made effective at the close of 1956 and early in 1957 were insufficient 
to meet recent increases in costs. 

Increases in operating costs experienced by the railroad industry 
just since January 1, 1955, have exceeded $1 billion on an annual 

asis, as shown by table III. Then, also, the industry has contracted 
for additional payroll costs which will aggregate about $500 million 
per annum. 
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(Table ITT follows:) 


TABLE III.—Annual cost of increases in labor expenses and material prices since 
Jan. 1, 1955 (based on levels of employment and material consumption in the 
calendar year 1955), railways of class I in the United States 


Wage increases: 


a pre foe 


~I 


oon 


10. 


es. — and yard firemen, wage increase of 10 cents and 16 cents per 
eS. : Dielgttnaldess peetus 

12. Engineers, conductors, trainme n, and switchmen, wage increase 
of 12.5 cents under pattern settlement as a 

13, Yard firemen, 5-day week adjustment for conversion ‘subse quent 
EE ee a 

14. Total, wage increases to Jan. 1, 1957--.-- ee 

Health and welfare benefits: 

15. All nonoperating employees, health and welfare plan (1% of total | 
i a 4 

16. Additional cost of health and welfare plan ‘for nonoperating em 
ployees__- 

17. All nonoperating employ ees, dependents health and welfare plan 
(equivalent of 2.5 cents per straight time hour) _- | 

18. Total, health and welfare_____- pueeLGsoeseutaes 


Payroll taxes: 


19. 
= 


22. 


Item 


Yard conductors, increase of 25 cents per day__._..........------- 

Passenger conductors and trainmen, increase of 20 cents per day 

. Freight conductors and trainmen, graduated rates of pay-- 

. Dining car stewards, increase of $5 per month ; 

All operating employees, general wage increases, differential 
adjustments and payments in lieu of health and welfare plan_ 

. Dining car stewards, dispatchers, and yardmasters, general wage 

_— and payments in lien of health and welfare plan | 
Yard firemen, trainmen, and switch tenders, wage increases for | 
conversion to 5-day week - Saat 

All nonoperating employees, “wage increase of 144% cents | per hour 

: Dining ear cooks and waiters, increase of 9% cents per hour. 

All nonoperating employees, wage increase of 10 cents per hour 








Payroll tax on wage increases listed above_-__- va 
Increase in unemployment tax rate from 44 to 144 percent 
. Increase in unemployment tax rate from 144 to 2 percent 


Total, increase in payroll taxes___- 


Material prices: 


23. 


24, 


— wage increases included in pattern settlement: 


8. 
27. 


Prices of fuel, material, and supplies on Jan. 1, 1957, were 12.3 | 
percent higher than on Jan. 1, 1955, and 11.4 percent higher than | 
chargeout prices for year 1955 aa ; 


Grand total cost increases to Jan. 1, 1957 


All employees, wage increase of 7 cents per hour_-_-._.-.------ 

All employees, wage increase of 7 cents per hour---- 

All employees, cost of living adjustment of 1 cent per hour for each | 
one-half point change in Consumer Price Index above 117.1_-- 


Additional payroll tax liability: 


28. 


29. 


Increase of % percent to cover cost of 10-percent increase in retire- 
ment benefits enacted in 1956_-- : : 


ee Sy bee ee i uh 





Effective date} Annual cost 


June 





1, 1955 


June 16,1955 


do 
do 


Oct. 
do 


Dec. 


1, 1955 


1, 1955 


_.do. 


do. 


Nov. 


eases 


Feb. 
Mar. 
Nov. 


| Jan. 


Jan. 


Nov. 


Nov. 


1, 1956 


1, 1955 | 
1, 1956 | 


1, 1956 | 


1, 1956 | 


1, 1957 


| 654, 792, 000 


$1, 822, 000 

1, 667, 000 

10, 088, 000 

91, 000 

82, 452, 000 
6, 702, 000 
25, 531, 000 
| 249; 114; 000 
2: 871.000 

| 174, 826, 000 
| 118, 198, 000 
| 74, 141, 000 
i 


3 7, 287, 000 





30, 626, 000 
31, 750, 000 
38, 985, 000 
101, 361, 000 
10, 424, 000 
42, 055, 000 

| 21, 027, 000 


73, 506, 000 


235, 000, 000 


1, 064, 659, 000 


7 | 177, 005, 000 


177, 005, 000 


75, 859, 000 
U nknow n 


31, 541, 000 


ae L 526, 069, 000 


1 Does not include the additional 6-cent wage increase to be awarded yard firemen (not now on a 5-day 

week) when they elect a 5-day workweek. 

2 Various. 

3 Does not include $14,562,000 of annual increases in wage costs provided for yard engineers and firemen 
when they elect to adopt a 5-day workweek. 

4 May 1, 1957, and each 6 months thereafter. 


Mr. Monroe. Railroad management has signed so-called pattern 
agreements covering 94 percent of all organized empleyees to 1n- 


crease employee compensation. 


That pattern agreement, the partial 


costs of which are listed in my table ITI, was to fix the general level of 
compensation for a period of 3 years. ’ 

The contract with the nonoperating employee organizations pro- 
vided for a substantial wage increase effective November 1 , 1956; a 
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second wage increase effective November 1, 1957; a third wage in- 
crease effective November 1, 1958; cost-of-living wage adjustments 
to be made commencing May 1, 1957, and each 6 months thereafter; 
an increase in the carrier-paid hospital, medical and surgical insur- 
ance to extend benefits to dependents of employees; and a 3-year 
moratorium on demands for wage increases or compensatory rules 
changes. Aside from the cost-of-living escalation provisions of the 
contract the package provides for a payroll cost of 2614 cents per 
empress hour. 

ailroad firemen, trainmen, and switchmen also signed agreements 
conforming to that pattern settlement, and the other operating em- 
ployee organizations have been offered similar package agreements. 

The railroads agreed to such an expensive labor contract so as to 
provide for a period of stability and knowledge as to what their 
operating expenses might be for the next 3 years. Now, we are faced 
here with a bill which upsets payroll cost stability which we thought 
had been agreed to. 

Referring again to my table ITI, I show as item 28, an annual cost 
of $31,541,000 as the increase in the payroll tax, for class I railroads 
alone, necessary to finance one-half of the benefits provided by amend- 
ments to the Railroad Retirement Act last year. 

As I recall, on Wednesday last a member of the committee placed 
in the record the statement from the President of the United States 
when he signed S. 3616 last year. I would like to refer to that state- 
ment at this time. 

This committee will recall that when the President of the United 
States signed S. 3616, on August 7, 1956, the bill which provided for 
a 10 percent increase in retirement benefits, he said, and I quote: 

* * * the Senate Labor and Public Welfare Committee has indicated its unani- 
mous determination to act promptly in the next session of the Congress on a 
measure which will finance the cost of these benefit increases. Representatives 
of railroad labor organizations also have given firm assurances that they will 
propose at the opening of the next Congress a program to assure adequate 
financing of the railroad retirement system. It is imperative that satisfactory 
legislation for this purpose be proposed and enacted. 

The annual cost liability shown on item 28 on table 3 is calculated 
on an increase in the present payroll tax rate of 114 percent (one-half 
to be paid by employer and one-half by employee). This is the amount 
of increase required to place the railroad retirement account in the 
same position it was in prior to enactment of the benefit increases 
provided last year in S. 3616. 

Wage costs have steadily increased and the employees have already 
drawn off in increased payroll costs the savings realized by the rail- 
roads through large expenditures for additions and betterments made 
to achieve more efficient and economical operation. A continuation of 
rising payroll costs will further impair railroad ability to carry 
enough gross revenues down to net earnings for the further investment 
in capital improvements upon which survival of the industry depends. 

S. 1313 proposes to increase the taxable payroll and the current 
payroll tax rates for both railroad retirement and unemployment and 
sickness benefits. The taxable earnings base would be increased from 
$350 to $400 per month per employee, effective July 1, 1957. The pres- 
ent railroad retirement payroll tax rate would be increased from 1214 
percent (the maximum rate under present law) to 15 percent, effective 
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July 1, 1957, with the proviso that after 1969, there would be an addi- 
tional tax equal to the excess of the then current social security rate 
over 514 percent. Under the tax schedule now provided by the Social 
Security Act, this would mean a total tax rate for railroad retirement 
benefits of 17 percent effective January 1, 1970, and a further rise to 
18 percent in 1975. The railroads, as employers, would be called upon 
to pay one-half of the tax—9 percent—and the employees would be 
called upon to pay an equally burdensome tax. 

Parenthetically, the tax rate of 9 percent to be paid by the railroads 
for retirement purposes would compare with a tax rate of only 414 
ew to be paid by competing transportation agencies under the 

ocial Security Act. Furthermore, the railroad tax rate is applicable 
to a higher base. 

To finance the increased unemployment and sickness benefits the bill 
would double the present payroll tax rate paid solely by the railroads 
to support the system. Employees do not contribute for unemploy- 
ment and sickness benefits. 

Under the present law the tax paid by the railroads to support unem- 
ployment and sickness benefits varies from one-half of 1 percent to 3 
percent, dependent upon the balance of the railroad unemployment 
insurance account on September 30 of the preceding year. The balance 
as of September 30, 1956, was $332 million, which established the cur- 
rent rate of 2 percent effective January 1, 1957. As of March 31, 1957, 
the balance had dropped to $296,732,000. 

Under the provisions of S. 1313, the unemployment insurance tax 
rate of 2 percent would continue throughout the remainder of 1957, 
but effective July 1, 1957, would be levied against earnings up to $400 
per employee per month rather than the present earnings base of $350 
per employee is month. Effective January 1, 1958, the tax rate of 
2 percent on the increased earnings base would probably be doubled 
since the unemployment insurance reserve appears likely to fall below 
$300 million by September 30, 1957, which would call for a rate of 4 
percent beginning in 1958. 

Thus, the combined retirement and unemployment tax rate payable 
by the railroads under S. 1313 would be 914 percent for the last 6 
months of 1957; 1114 percent beginning in 1958; with an ultimate rise 
to 13 percent in 1975, and applicable to a higher tax base. 

What does this mean in increased payroll taxes? Table IV which 
follows shows that the immediate increased cost to all employers cov- 
ered by the act would approximate $100 million for retirement pur- 
poses, plus an additional $124 million for unemployment and sickness. 


(Table IV follows :) 








AMENDING THE RAILROAD RETIREMENT ACT OF 1937 373 


TasLeE. 1V.—Additional annual payroll taves that would be payable under 
provisions of S, 1313 


{In millions] 


| Additional Additional 














Item taxes to be taxes to be 
paid by paid by 

| railroads employees 

. ot a iedhpaenprticthtebintindindstitictes elceid a = etinals 
For railroad retirement: 
Increase in present tax account increase in limit on taxable compensation | 

to $400 per month per employee- __- alguien: . | $28. 0 $28. 0 
Increase in rate of tax from 64 to 744 percent. - jabeiis ‘ ee 72.0 | 72.0 
Additional tax after 1969_____ EAS ap aia ae | 57.5 57.5 
ene WE GE WI hos soc sak An eine dca wbannnusien | 28.7 28. 7 
aS 
Total additional taxes for retirement purposes. ........._.________- 186. 2 186, 2 





For unemployment and sickness: | 


Increase in present tax account increase in limit on taxable compensation | 9.0 
Increase in rate of tax from present 2 to 4 percent 





as se 115.0 |.__-- 
Piiectem CELE AE SES 
Total additional taxes for unemployment and sickness______.__________| Oem anaccas ‘ 
Grand total additional payroll taxes. ................-.......---.--- be “er “310.2 : «486.2 


Mr. Monror. Ultimately additional payroll taxes provided for by 
the bill would cost the employers $310 million per annum and the 
employees $186 million per annum, a grand total of $496 million 
(nearly one-half a billion dollars). Such an additional burden repre- 
sents an increase of 70 percent over the tax collections of 1956. 

Senator Atuorr. Mr. Monroe, while we are at that point, you say 
“Ultimately additional payroll taxes provided for by the bill would 
cost the employers,” and so on. You mean in increases? 

Mr. Monroe. Over and above what we are now paying. 

Senator Attorr. That is increases alone ? 

Mr. Monroe. In increased tax, yes, sir. 

Senator Atxorr. In other ae you are speaking on an annual base 
and not pyramiding them over a period of years? That means an 
annual base ? 

Mr. Monroe. It would cost the railroads annually $310 million and 
the employees $186 million annually, as shown by table IV in my 
statement. 

Senator Atutorr. Thank you. I just wanted to get that point clear. 

Mr. Monroe. I show the increase in the tax for unemployment and 
sickness from the present rate of 2 percent to 4 percent as an additional 
cost under S. 1313. Under present law it appears that the payroll tax 
for unemployment and sickness benefits will increase to 214 percent on 
January 1, 1958, owing to the likely decrease in the balance in the 
unemployment insurance account. 

These additional payroll taxes would impose an unconscionable 
burden upon the railroads, coming as they will upon cost increases 
since January 1, 1955, amounting to more than $1 billion per annum. 








374 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


Because of the fact that the railroads have a higher wage ratio than 
manufacturing industries, an increase in the wage » cost of the railroads 
creates more than twice as much pressure on railroad rates if the 
cost is to be recovered, than that which is created on prices by a 
similar increase in a manufacturing industry. 

The railroads are caught in the vise of higher operating costs and 
increasingly intense competition from other “forms of transportation. 
Table V portrays the declining participation of the railroads in the 
intercity freight service. 


(Table V follows: ) 


TaBLeE V.—Distribution of commercial intercity freight traffic 























| 1945 1955 
Agency ss - Tre std ee 
Ton-miles Percent Ton-miles Percent 
(millions) oftotal | (millions) | of total 
a a aecteni 690, 809 | 67.3 | 631, 385 49.4 
sles nos a nanecxsnccecccesm oe 66, 948 | 6.5 | 226, 188 | 17.7 
a hie ental 126, 530 12.3 | 203, 244 | 15.9 
Great Lakes_- Pies eteg ne ooo Gn ine mig eine 113, 028 | 11.0 | 118, 845 | 9.3 
Wisse and camels. ..................--.-22. -| 29, = | 2.9 97, 663 | aoe 
A ae ede Lt I Catarina ON oii 
ee Ste oe 4 1, 027, 115 | 100.0 | 1, 277, 806 | 100.0 
' 





Source: Estimates and reports of Interstate Commerce Commission. 


Mr. Monror. In 1945 the railroads performed 67.3 percent of the 
total intercity freight traffic, but in 1955 that ratio had fallen to 49.4 
percent of the total. 

Motortrucks show a directly opposite trend. Their ratio increased 
from 6.5 percent in 1945 to 17.7 percent in 1955. Traffic on inland 
rivers and canals shows a trend similar to that of motortrucks. Traffic 
on the Great Lakes has lost ground, but oil pipelines have increased 
their relative share. 

The railroad proportion of total commercial passenger traffic fell, 
also, from 72.9 percent in 1945 to only 36.4 percent in 1955. Air car- 
riers handled only 2.7 percent of the intercity passenger load in 1945, 
but by 1955, their ratio had grown rapidly to 29.1 percent. 

Senator Morse. One question for information on definitions. That 
last sentence: 


Air carriers handled only 2.7 percent of the intercity passenger load in 1945 * * * 


what is the significance of the term “intercity” ? 

Mr. Monror. That excludes, Mr. Chairman, passengers in private 
automobiles. 

Senator Morse. I see. 

Mr. Monroe. The increases in freight rates and passenger fares 
which the Interstate Commerce Commission authorized in 1956 and 
1957 have not improved the inadequate level of railroad net earnings. 
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Thus, the railroads are faced with the necessity of conserving their 
revenues to meet heavily increased wage costs already realized or con- 
tracted for, and are in no position to ¢: arry such excessive costs as 
would be imposed upon them by the legislation here under consid- 
eration. 

During the course of hearings before your subcommittee on March 
14, the chairman indicated that he would like to be advised as to the 
benefits the railroads have received in recent years from accelerated 
amortization. 

Under section 124A of the Revenue Act of 1950, which was designed 
_ stimulate the construction of facilities for national defense, industry 

yas author ized, for tax purposes, to amortize the cost of such facilities 
over a period of 60 months. That provision was made effective Janu- 
ary 1, 1950, and the railroads were enabled to secure rapid tax amor- 
tization for the period to December 31, 1955, on certain facilities in- 
stalled or firm orders placed by that later date. 

Thus, since January 1, 1950, the railroads have derived the follow- 
ing amounts of “tax deferrals” through authorized rapid amortization 


of certain facilities: 
Millions 


Million 

of dollars of d piians 
DR ec ete mpiiceataanentesitics eat Gi reese. 5254 bo elu 148.8 
DE Stahl wisninsnsavent vednninlaaambenacater ieee OF NG Ti Oris tic oh hath een sidtdeedtid 179. 2 
WIM sector itnn cs ols tare ch ota baad eon AI PI hn acc 5k 5d ite need 180. 2 


It should be made clear that these taxes have not been avoided, but 
the time of their payment has merely been deferred. In the future it 
will be necessary for the railroads to pay income taxes on earnings— 
if they have any net income at all—which do not take into ace ount 
normal depreciation charges on certain property then being utilized. 

While accounting procedures prescribed by the Interstate Com- 
merce Commission have required the railroads to include resulting tax 
credits in their accounts as though they were current earnings, the car- 
riers are not permitted to make the amortization ch: irge to operating 
expenses. Thus, operating expenses include only normal (full serv- 
ice life) depreciation rates, while tax accounts reflect the reductions 
resulting from accelerated amortization. When the period of accel- 

erated amortization for certified defense facilities is over, annual 
smeaeiia expense accounts will still include normal depreciation 
charges, but such charges will not then be available as deductions from 
taxable i income. The tax credits which are now being taken will then 
become tax liabilities. 

Therefore, evaluating the earnings of the railroads in 1951 to 1956, 
it must be borne in mind that the net railway operating income is over- 
stated to the extent of the income tax credits, amounts which have been 
borrowed from the income of future years. 

The more significant figures in regard to the earnings of the rail- 
roads for recent years are those excluding the amount of tax deferrais. 
The rates of return on net investment are as shown in table VI. 
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(Table VI follows:) 


TaBLe VI.—Rate of return on net investment, railways of class I in the United 























States 
Net railway operating | Rate of return on net 
income investment 
Year | 

As reported Less tax | As reported Less tax 

(millions) deferrals | (percent) deferrals 

| (millions) | eo) 
i Reith Reh bhatt chanel wdidon cies $780. 7 $780. 7 3. 44 | 3. 44 
ahd bab ctcnidscbiiess 1, 002.0 | 1,002.0 | 4.31 4.31 
a seca deaiciunbied 686. 5 | 686.5 | 2. 88 | 2. 88 
1950_ ea 1, 039.7 | 1,039.7 | 4. 28 | 4. 28 
1951__ as | 942. 5 | 901. 5 | 3. 76 3. 60 
a i i es inn ais als | 1,078.2 980. 6 4.16 | 3. 79 
A Acta De dai dus dcicmidctm cn ccdsgneececoune | 1, 109.4 963.0 4.19 | 3. 64 
1954____ . mace 874.0 | 725.2 3. 28 2.72 
RES e Rte Soe ee ce stn cicsnec amma 1, 128.0 948.8 | 4. 22 3. 55 
......-~ bat .| 1, 068. 3 888. 1 | 3.95 3.29 








| 
| 





Mr. Monroe. I might say the rate of return as reported for 1956 
was only 3.95 percent, but excluding the tax deferrals, it drops to 
3.29 percent. 

As the railroads are not in a position to assume unwarranted in- 
creases in operating costs, they urge that your committee do not favor- 
ably repert S. 13 313, but give ‘consideration to the necessary financing 
of the cost of the 10 percent increase in benefits provided last year. 
Also, we urge your consideration of the amendments to the Unem- 
ployment Insurance Act presented by Mr. Calhoun. 

Senator Morse. I wonder if my friend from Colorado would per- 
mit me to ask a couple of questions. I have to go to a meeting and then 
I would like to have the Senator from Colorado finish with the wit- 
ness after Ihave left. I won’t be too long. 

Let it be understood that after the Senator from Colorado finishes 
his questions, we will resume again at 2 p. m. with Mr. Schoene as 
the witness for the brotherhoods. 

I was interested, Mr. Monroe, in your discussion of your wage 

negotiations and new contracts for the coming 3-year period. My 
first question is: Did you, during those wage negotiations, discuss at 
all any of the provisions that the brother hoods subsequently asked for 
in S. 1313. 

Mr. Monroe. I believe in my appearance before one of the boards, 
Mr. Chairman, I did mention the fact that they were before this Con- 
gress asking for increases under S. 1313. I don’t know if we had a 
number at that time. 

Senator Morsr. Was there any attempt in those negotiations to 
get the brotherhoods to enter into any agreement that they would 
not make any of the demands that we find in 8. 1313, or was the wage 
agreement entered into on the part of the carriers with full knowledge 
of the brotherhoods’ intention to press for such demands? 

Mr. Monror. Mr. Chairman, the pattern agreement was set well 
in advance of the submission of a bill before this Congress. 

Senator Morsr. Would it be fair to say, then, that when the car- 
riers entered into the final agreement there was no contemplation on 
the part of the carrier negoti: itors that the brotherhoods would proceed 
to seek legislation in the nature of S. 1313? 
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Mr. Monror. We knew nothing about it at the time the agreement 
was made with the nonoperation organization and the firemen back 
in November 1956. 

Senator Morse. Would it be fair to say, then, you were taken by 
surprise when 8, 1313 was introduced by the request of the brother- 
hoods ¢ 

Mr. Monror. Personally, I was taken by surprise. We thought a 
bill would be presented merely to provide for financing benefits legis- 
iated last year. I was surprised at the increase requested. 

Senator Morsr. Would the reading of your wage negotiations, if one 
were available, disclose that the carriers made a record which would 
justify the conclusion that the brotherhoods understood that it was 
not to be expected that any of the requests made in S. 1313 would be 
subsequently made ¢ 

Mr. Monroe. No, sir. 

Senator Morsz. Would I be justified in my assumption, Mr. Mon- 
roe, that unless you specifically raised the issue in your negotiations 
that sought an understanding from the brotherhoods that they 
wouldn’t raise such issues, that the carriers could at least be charged 
with the knowledge, based upon past experience with the brother- 
hoods, that they would be perfectly free to go ahead and make these 
requests outside the terms of the new wage agreement ? 

Mr. Monror. Well, the new wage agr estan, of course, had nothing 
to do with this bill before the Congress. said the pattern of the 
agreement was consummated long before — was taken here. We 
did realize and had in mind that we would probably be faced with 
an increase in the payroll tax to take care of the benefits of last year. 
That is as far as I think we went. 

Senator Morse. That is the point I wanted to make a record on 
here. I find that, until I have more information on what happened 
in negotiations, it is difficult to believe that when you negotiated the 
wage pattern you didn’t have reason to believe on the basis of your 
past negotiating experience with the brotherhoods that anything 
that wasn’t encompassed in that agreement would be a subject matter 
which the brotherhoods would be perfectly free to obtain legislation 
on. 

Mr. Monror. You must realize, too, Mr. Chairman, I was not on 
the negotiating committee. 

Senator Morsr. I understand that, but I am making these points 
based upon your testimony, as to what you said about the additional 
wage cost under the pattern agreement hse the additional costs 
that would be a burden to the carriers if S. 1313 in its present form 
would be adopted. It seemed to me that iehunen might be subject 
to interpretation if we don’t make the record—I am now talking about 
the possibility that the carriers feel that maybe they were taken a 
little advantage of in the wage negotiations because they thought that 
when they had finished the wage negotiations, except for the matter 
of financing last year’s negotiations, that they were through with 
additional costs and as far as the labor bill was concerned for the next 
3 years. You and Mr. Calhoun have pointed out, and I think rightly 
so, much of the cost of S. 1313 in its present form is to be considered 
as labor costs, but IT want to first find out whether or not you think 
that there was any failure on the part of the brotherhoods to deal with 
the carriers in good faith on this matter. 


93396—57——-25 
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Mr. Monroe. Well, all I can say, Mr. Chairman, is that we knew 
nothing about this bill until the ) onday before its submission to the 
Congress. 

Senator Morse. You had no idea that there was a movement on foot 
to seek to obtain such benefits as we find in this bill? Did this all 
come as a complete surprise to the carriers ¢ 

Mr. Monroe. It did to me. 

Senator Morsr. Do you think it did to the negotiators for the car- 
riers? Of course some of the provisions of S. 1313 are carryovers 
from past demands of the brotherhoods, so you did have that on rec- 
ord and a good many of their railroad periodicals in recent years 
have certainly set these goals up as objectives of the br otherhoods. 
You have seen that come out ; ; isn’t that true ? 

Mr. Monror. I know, Mr. Chairman, but the retirement bill of last 
year granted an increase of 10 percent in benefits and we thought that 
would be satisfactory for at least awhile. We didn’t expect it every 
year. 

Senator Morse. Let me tie my point of view down to this comment: 
Let the record show if I thought that the carriers pleaded good faith 
and negotiated a 3-year wage pattern agreement with the brother- 
hoods, based upon any agr eement, expressed or implied, that that was 
going to be the totality of the brotherhoods’ request, except for the 
qualifying limitations you have expressed, and that you realized that 
something had to be done to finance the bill that was passed last year, 
then I would have a somewhat different attitude towards considering 
these requests than I would if the record showed that the carriers were 
not taken by surprise, that they just didn’t include it in negotiations, 
that they did not attempt to get any comment on the part of the brother- 
hoods as to these benefits which, as I have said, I think would have to 
be considered as a part of the labor costs, and they didn’t seek to get 
any commitments from the brotherhoods on them in their negotiations 
of the so-called pattern. 

Mr. Monroe. I don’t think that there is any reason to endeavor to 
secure any commitments. I said I wasn’t on the negotiating committee, 
but I would see no reason why they should secure any commitments, 
for they just got benefit increases last year and we knew that some 
financing had to be done to take care of that i increase. 

Senator Morse. I see no reason for discussing it unless you had 
knowledge that the brotherhoods were thinking in terms of benefits 
over and above what were encompassed in last year’s bill. 

Mr. Monror. We had no knowledge of it. 

Senator Morse. One other question. I have Mr. Bevan’s statement 
here, and his exhibit Q—I am only asking for information—I want 
to call your attention to chart Q contained in the Bevan statement. It 
deals, Mr. Monroe, with financing of the so-called “equipments.” Isn’t 
it true that in recent years the railroads spent very substantial sums in 
amounts of interests on “equipment trusts” and this chart Q shows 
from 1956 to 1965 a considerable amount of interest for these equip- 
ment trust holders, which are somewhat like bondholders, are they 
not? It shows that they are getting in interest far in excess of what 
your stockholders are getting in dividends and this is all carried as 
costs. Is this not, however—I speak loosely for descriptive purposes— 
is this not a form of income as far as these equipment trusts and bond- 
holders are concerned, while they are getting substantial interest 
payments? 
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Mr. Monroz. I don’t know what you mean by substantial, Mr. 
Chairman. They are obligations we have to assume when we buy our 
rolling stock, if you don’t have the cash to pay for it. 

I may say that during the period from 1946 to 1956 equipment ob- 
ligations outstanding increased from $772 million to over $2,500 
million at the end of 1956. ' 

Now, of course, the increase in obligations has something to do with 
the increase in the aggregate interest payments. 

Senator Morse. Yes, but what would you rather be, a bondholder 
under an equipment trust or stockholder of railroad stock in this kind 
of financial arrangement? I would rather be a bondholder under an 
equipment trust. 

Mr. Monroe. Right. 

Senator Morse. But I am getting my money from the income of 
the railroads and considering the high interests that you have to pay 
on your borrowings, I would do the best I can to help you get lower 
rates, but I say that half facetiously 

Mr. Monror. As Mr. Bevan brought out, I believe, in his state- 
ment—I don’t have it with me—the railroads, with only two excep- 
tions, haven’t been able to get any equity money at all. We just 
don’t have credit we should have. 

Senator Morsr. At least for this period of time, isn’t it true that 
the carriers have saved a lot of money by reason of having cash avail- 
able from tax deferment and that deferment amounts in a sense, doesn’t 
it, to interest free loans. 

Mr. Monror. That is true, but even including that our return is 
less than 4 percent, which is not enough. 

Senator Morse. I don’t follow that point. You see what is trou- 
bling me in my thinking is this equipment trust arrangement whereby 
you sell these equipment trust bonds as you would sell stock and the 
return on these bonds takes the form of interest payments and, as 
you say, you havea hard time getting the money. 

Mr. Monroe. If you don’t pay the interest, the sheriff is right on 
your heels, too. 

Senator Morse. That is right; the dividends go down even that 
much more. 

Well, I wanted to make this point in the record and I would be 
glad to have your memorandum on it. 

Mr. Monroe. I would be very glad to supply one, Mr. Chairman. 

Senator Morsr. My problem is this, Mr. Monroe: You have figures 
in here that show your net income. Mr. Bevan also has exhibits in 
the record that show your method of purchasing of equipment. You 
purchase some of that new equipment under what he describes as 
equipment trusts and you finance those equipment trusts out of sell- 
ing the equipment bonds on which you pay a substantial interest 
rate. That interest payment comes out of the income of railroads, 
but in due course of time the equipment is paid for. 

Mr. Monror. Generally, over a 15-year period. 

Senator Morse. It is paid for but as you are paying out on it, you 
are increasing your net capital investment. 

Mr. Monror. And the equipment is wearing out. One of our main 
difficulties today, Mr. Chairman, is caused by the fact that the equip- 
ment that is wearing out was originally purchased at about $3.500 
per freight car and it is costing $8,500 to replace it. 
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Senator Morse. Isn’t it true that Mr. Bevan’s testimony shows about 
70 percent of your equipment is bought under this equipment trust 
arrangement ? 

Mr. Monror. I think he gave a figure. I don’t know myself. 

Senator Morse. What I mean is, whether or not I have the full 
story of the net income of the railroads, if I just take your net income 
figure and do not take into account the increase in the net capital in- 
vestment wealth of the railroads resulting from this financial device 
for paying for your new equipment, the picture is far from complete. 

Now if I understand your answer, it would seem to justify the con- 
clusion on my part that when you get through paying for it it is worn 
out. 

Mr. Monroe. Well, the average life of a freight car is generally 30 
years. Of course it has a rebuilding factor there in the meantime. 

I am here, Mr. Chairman, to furnish you anything that you ask 
for. I will be happy to read the record and supplement it and try to 
give you the information regarding our trends in investments. 

Senator Morse. Part of my point is that your interest payments are 
eating up a vast amount of your income and your interest payments 
are going to your equipment bondholders. 

Mr. Monroe. That is the only way we can raise the money to buy 
the equipment. 

Senator Morse. I am just trying to get the facts. Your net income 
would be much greater if you didn’t have these vast interest payments 
to make. 

Mr. Monroe. No question about that. 

Senator Morse. Furthermore, I want to know whether you may, in 
your subsequent memorandum, whether or not under this equipment 
trust arrangement you don’t have a system where you get this stock 
paid for long before it is worn out and therefore it increased your 
capital investment wealth, and whether that shouldn’t be taken into 
account also when we come to figure out what the income of the rail- 
road is. 

Mr. Monroe. May I see if I can give you a memorandum ? 

Senator Morse. See if you can give me a memorandum on it and I 
would like to have some idea as to who these equipment trust bond- 
holders are, and from whom you are getting this money, who are the 
beneficiaries of these high interest rates and do they also hold or own 
stock. 

You will submit an additional memorandum. 

Mr. Monroe. I will be very happy to. 

(The memorandum follows :) 

ASSOCIATION OF AMERICAN RATLROADS, 
LAW DEPARTMENT, 
Washington, D. C., May 15, 1957. 
Hon. WAYNE Morse, 
Chairman, Subcommittee on Railroad Retirement, 


Labor and Public Welfare Committee, 
United States Senate, Washington, D. C. 


DEAR SENATOR Morse: During the course of the hearings on May 3, 1957, re- 
garding railroad retirement and unemployment insurance legislation held by 
your Subcommittee on Railroad Retirement, you expressed interest in equipment 
financing through the issuance of equipment obligations. Mr. J. Elmer Monroe, 
vice president and director of the bureau of railway economics, Association of 
American Railroads, has prepared a memorandum regarding this matter. His 
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memorandum with its attachment is enlosed and this is to request that the memo- 
randum and its attachment be incorporated in the record of the hearings before 
your subcommittee. 


Respectfully yours, 
GERALD D. FLEMING. 


MEMORANDUM REGARDING RAILROAD EQUIPMENT OBLIGATIONS 


At hearing on May 3, 1957, before the Subcommittee on Railroad Retirement 
of the Senate Committee on Labor and Public Welfare, Senator Morse expressed 
interest in equipment financing through issuance of equipment obligations, and 
requested a memorandum on the subject (transcript, pp. 485-490). Senator 
Morse had apparently gained the impression that railroads pay “high” or “sub- 
stantial” interest rates on these obligations (transcript, pp. 487-488, 490), and 
that the installment payments are charged to operating expenses, while the value 
of the equipment is added to the railroads’ capital investment (transcript, pp. 488- 
490). 

It is correct, of course, that the cost of new equipment is charged to the invest- 
ment account. However, as brought out by Senator Allott at the hearing (tran- 
script, pp. 491-493), no part of such cost is charged against income, whether the 
equipment is purchased outright or financed through issuance of equipment obli- 
gations and paid for in installments over a period of years. The only charge 
against income is for payment of interest on obligations outstanding. 

Statement attached shows the average nominal rate of interest paid by the rail- 
roads on outstanding long-term debt as of December 31 of each year, 1951 to 1955, 
inclusive. Average interest rates on equipment obligations increased steadily 
during this 5-year period, from 2.39 percent in 1951 to 2.82 percent in 1955, and 
undoubtedly showed a further increase in 1956. These rates were lower in each 
year, however, than average rates of interest on any other class of debt. 

During the same 5-year period the average rate of cash dividends paid on all 
capital stock outstanding ranged from 4.15 percent in 1951 to 5.73 percent in 1955, 
and the average dividend rate on common stock equity, including stock and sur- 
plus, ranged from 1.88 percent in 1951 to 2.48 percent in 1955. 

Railroad equipment obligations are widely held by financial institutions of 
various kinds and by individuals. Precise information as to holders of these 
securities is not available. 

J. ELMER MONROE. 


Average nominal rate of interest on unmatured long-term debt, by kind of debt 
(as of Dec. 31, 1951, to 1955), class I railways 


1951 | 1952 | 1953 | 1954 | 1955 


All outstanding unmatured long-term debt_-- 3. 61 3. 59 3. 61 3. 60 | 3. 63 
Mortgage bonds-- 4. 02 4.00 3.97 | 3.94 3.90 
Collateral trust bonds. - -- 7 ies 4.11} 4.17 4. 28 | 4.06 | 4. 28 
Unsecured bonds (debentures) -.- ; | 4.93] 4.93] 4.25 | 4.25 4. 43 
Miscellaneous obligations__- ‘ aoe | 3.76] 3.68 3.67 | 3.61 | 3.75 
Receivers and trustees securities_ | 2.55) 264 2.81}  2.80"1-2..-. 

Equipment obligations. 2.39 | 2.54 2. 68 2.73 | 2. 82 


Source: Pennie t Statistics, ICC, table 121-A. 


Senator Morsr. I am awfully sorry, I took so much longer than I 
expected. 

Senator Atuorr. Before the chairman leaves, I would like to make 
one request so that you will be aware of what I would like to do. 

Senator Morse. Whatever it is, it is granted. 

Senator Atxtorr. I would like to have the Comptroller General or 
a member of his staff testify on their report on this matter. I mean 
on the whole general matter, not the one you specifically questioned. 

Senator Morse. It is a ver y reasonable request and we will ask Mr. 
Bernstein to make arrangements for such a witness. 

Senator ALLorr. (presiding) I will proceed with you and if I can, I 
will try to wrap it up so you can be excused. 
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I think one thing, and I want to pick up where the chairman has left 
off, seems to be generally misunderstood about these equipments that 
have been called bonds. They are equipment trust certificates, are they 
not ‘ 

Mr. Monror. That is correct. 

Senator AtLorr. They are not bonds? 

Mr. Monroe. They are not bonds; they are serial certificates. 

Senator Atxorr. Serial certificates? 

Mr. Monror. Now they are sold and operate either under 1 or 2 
methods. They are either a certificate, in effect a corporate chattel 
with a corporate chattel mortgage, or else they are a certificate, in 
effect, under a conditional sales contract. 

Senator Atuorr. Now if you make a payment per year on a given 
amount of that, and I think this is where the record is confused—y ou 
shouldn't be able to—or do you deduct as an item of expense the amount 
that you pay which actually goes into the purchase of that equipment ? 

Mr. Monroe. We do not deduct the capital charge. 

Senator Atxorr. In other words, to reduce it to a very simple figure, 
if you had a thousand-dollar payment in a given year which, of course 
is ridiculous, but if you had a thousand-dollar payment in a given year, 
you would also have interest upon that thousand dollars for the year 
just passed and for interest upon the remaining certificates for the 
remaining years covering the life of the certificate ? 

Mr. Monroe. Right. 

Senator Atxorr. But you could not deduct the thousand dollars? 

Mr. Monroe. Not the capital charge. 

Senator Atiorr. Which is the capital investment made by the rail- 
road during that year. 

Mr. Monror. Right. 

Senator Attorr. And you do not deduct that ? 

Mr Monroe. We do not. 

Senator Atxtorr. Again I state that I am not trying to take any 
given position in this matter at this time, but there are certain things 
which I think ought to be brought out. Let’s go into this next to the 
last question that the chairman covered, which was the statement as to 
your knowledge of the additional requests that. were made this vear. 
I will say this, that asa member of the Railroad Subcommittee last year 
and being one of those who was particularly concerned about the $86 
million deficit, I would not have concurred in the reporting out of a 
bill to raise this, without making adequate plans for its financing at 
that time, had I known that further expansions were anticipated this 
year and that anything further would have been required to finance 
additional benefits. It would have been my position then that if we 
were going to—if they had such a thing in their mind, then the time 
to do the job was then and finance the additional benefits completely at 
that time and have adequate hearings on it. 

I perhaps could get this better from the record, but I have not had 
occasion to think of this particular point: Do you recall whether or 
not in the record any notice was given last year that additional bene- 
fits and further coverage woud be asked for this year ? 

Mr. Monroe. I don’t recall any. 

Senator Atiorr. Now do you have any specific proposals with re- 
spect to the financing of the benefits which were made last year? 
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Mr. Monroe. Yes, sir. I would say that the railroads stand ready 
to pick up their half of the cost of the benefits provided last year, 
and as we calculated here it would be about 114 percent increase in 
taxes and we stand ready to pay our half of it. 

Senator Attorr. You realize, I am sure, Mr. Monroe, that a lot 
of people were, at least in their ‘minds and in my mind, too, perhaps, 
unfairly treated by the method the benefits took last year. It left 
out a great group of older people as far as pensions and old age— 
people in the pension class. It left out a great number of people. 
You are aware of that, aren’t you / 

Mr. Monror. I think it did exclude a few. 

Senator Auvorr. I believe the chief group of people excluded were 
in the survivorship class. I have had letters from those that felt that 
they had been grossly mistreated in this matter. Now you were aware 
that it was not exactly an overall increase for all people who were 
involved last year. 

Mr. Monroe. I understand so. 

Senator Atiorr. And if that was adjusted so that all of these people 
did receive a somewhat comparable consideration, and aside from 
additional benefits, I suppose it would be the position of railroads 
they would go along with that too? 

Mr. MonRror. Well, I couldn’t answer that, Senator, because I think 
there are certain things, as I recall, that you have to consider. These 
survivors secured a minimum, did they not—I don’t like to ask a 
question, but I am raising a question in my mind—secured a mini- 
mum under the Social Security Act which brought them up above 
what they would be entitled to under the Railroad Retirement Act 
as an initial payment ? 

Senator AtLorr. Let me check on that. Where is the Railroad Re- 
tirement Board? Will one of you gentlemen answer the question ? 

Mr. Howarp W. Hasermeyer (Chairman of the Railroad Retire- 
ment Board) That is right. 

Senator AtLorr. Was that the situation ? 

Mr. Hasermeyer. The group, generally, who did not receive bene- 
fits by virtue of the bill last year were those who were drawing bene- 
fits under the social- security minimum provision of our law. 

(Continuing statement of J. Elmer Monroe:) 

Senator Attorr. Now I would like to go on, and I will try to make 
this speedy, into the general situation with respect to the railroad 
stock. Railroad stocks area commodity, are they not ? 

Mr. Monror. So-called. 

Senator Atiorr. Like any other stock. 

Mr. Monroe. Yes, sir. 

Senator AtLorr. Oras much so as wheat or corn ? 

Mr. Monroe. It represents an equity in the corporation. 

Senator Attorr. And what is the present status, 1f you can tell me, 
of the desirability of railroad stocks? What has been the demand for 
them on the market? What has been the demand as reflected in the 
price ¢ 

Mr. Monroe. Well, perhaps I should give you that in the memo- 
randum, Senator. 

Senator Atitorr. Perhaps you could. 

If my memory serves me correctly, Mr. Bevans stated that his own 
company’s stock price had falled from 40 to 20. 
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Mr. Monror. From the forties to the twenties. 

Senator Auiorr. In a comparatively recent time. Will you verify 
that ? 

Mr. Monror. I heard him say that. I don’t recall the period of 
time. 


(The following was later received for the record :) 


ASSOCIATION OF AMERICAN RAILROADS, 
LAW DEPARTMENT, 
Washington, D. C., May 15, 1957. 
Hon. WAYNE MORSE, 
Chairman, Subcommittee on Railroad Retirement, 
Labor and Public Welfare Committee, 
United States Senate, Washington, D. C. 


DeaR SENATOR Morse: At the hearings held May 3, 1957, on railroad retire- 
ment and unemployment insurance measures before your subcommittee on rail- 
road retirement, Senator Allott requested that information be supplied on the 
subject of prices of capital stock shares of a number of leading railroads. In 
response to this request of Senator Allott, Mr. J. Elmer Monroe, vice president 
and director of the bureau of railway economics, only Association of Ameri- 
ean Railroads, has prepared a memorandum with an attachment showing this 
information. Copy of the memorandum and its attachment are enclosed. I 
shall appreciate it if these enclosures can be made part of the record of the recent 
hearings on railroad retirement and unemployment insurance legislation. 

Respectfully yours, 
GERALD D. FINNEY. 


ij ANDUM EGARDING .VLARKET RICES OF AILROAD STOCKS 
MEMORANDU R RDING MARK PRI Ral Ss 


At hearing held May 3, 1957, before the Subcommittee on Railroad Retirement 
of the Senate Committee on Labor and Public Welfare, Senator Allott requested 
information on the subject of prices of capital-stock shares of a number of 
leading railroads (transcript, pp. 496, 500). 

In response to this request of Senator Allott, statement is attached showing 
for 13 railroads the highest price quotation on the New York Stock Exchange 
in each year, 1956 through May 10, 1957, together with the closing price of each 
such stock on May 10, 1957. The 138 railroads for which prices are shown 
represent all railroads reporting gross operating revenues of $200 million or 
more in 1956, except companies whose securities were affected by reorganiza- 
tion during the period covered and except one road whose stock is not traded 
on the open market. 

The 13 railroads represent more than one-half of the railroad industry. Their 
gross revenues in 1956 represented 56.9 percent of the revenues of all class I 
railroads, and their net railway operating income was 55.5 percent of the total 
earnings of all such roads. 

In cases of stock splits, prices are shown for old and new stocks, and the 
basis of the split is indicated in order to permit comparison of prices through- 
out the period. 


J. ELMER MONROE. 
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Senator Atiorr. Now I don’t want to get in the middle between 
the truckers and the railroads. That is a bad position to be in. But 
isn’t it a fact that as you analyze this thing in your statement that any 
additional costs have got to come out of 1 or 2 or3 items? First of all, 


they would have to come out of any net profits which the railroads 
now have. Is that true? 


Mr. Monroz. That is one item. 

Senator Attorr. That is one item. And that, in turn, would have 
the effect of decreasing the dividends upon the stock which I believe 
are now under 4 percent on an average and which, in turn, would 
lessen the desirability of the purchase of railroad stock from an in- 
vestment standpoint and further decrease the general credit desir- 
ability of the railroads; would that be true? 

Mr. Monroe. That was the story Mr. Bevans gave you. 

Senator Axxtorr. Now the second place that this might come from 
would be to cannibalize yourself and I don’t think that needs explora- 
tion because it is never a good process; it is only a last-resort process. 
Another item which might be considered is an increase of rates and 
then you do get yourself into the problem of the competition between 
trucklines and railroads. I am not sure that the picture is clear here 
as to what effect an increase on rates would have on the railroads. In 
other words, is there a possibility that you can do that? You have 
already pointed out in your statement that you have gone back recently 
twice for increases in rates, but what is the possibility? Would you 
like to comment on the possibility of asking for increased rates and 
what it would be, what effect it would have in your competitive field ? 

Mr. Monroe. I pointed out, I believe, what that situation has been 
in the competitive field. I would like to say this: Of course in the 
final analysis, the shipping and traveling public has got to pay for 
railroad services. It is true, as some one asked, I believe the other day, 
that we have been able to reduce our employment from 1,686,769 in 
1929 to 1,420,000 at the end of the war to less than a million today, or 
approximately 1,042,000 in 1956. Our employment has gone down 
considerably, but, of course, our payrolls have gone up considerably. 
We have progressed technologically. We have brought about efficien- 
cies and economies in operation, but they have been siphoned off 
through increased operating costs, as I attempted to point out in here 
in comparing 1956 with 1929. There was over a 414 million increase 
in our gross business, but we had less net. 

Senator Axxorr. I see in your statement you say, “The primary 
cause of the railroads’ financial difficulties is their inability to keep 
up, through increased rates and fares, with spiraling costs of labor 
and materials,” but you didn’t comment there upon the effect that 
the increased fares might ultimately have on diminishing returns by 
way of gross revenues. 

Mr. Monror. We have lost considerable traffic to our competitors 
and, of course, increased rates and fares are not conducive to holding 
the traffic to the rails, but, nevertheless, the people that use these rails 
have to pay for them, in the final analysis. 

Senator Attorr. Just one other point. I think I have covered pre- 
viously the question that I had in mind, which was the net effect upon 
the railroads. The general inclination of many people is to say, 
“Well, of course, they are paying too high salaries to their executives 
or they are paying too large dividends to their stockholders,” and I 
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think the stockholders have been covered, and Mr. Bevans covered 
the executive salaries the other day. Do you have any further com- 
ment to add to that ? 

Mr. Monror. Well, I heard the question asked of Mr. Bevans re- 

garding salaries, and I took occasion to look at a recent report of the 
tate Commerce Commission which indicated that only 761 peo- 
ple in the railroad industry get over $20,000 a year. That was 1955, 
Ithink. That report was for 1955 5, and the payroll for the 761 approxi- 

mated $25 million a year or less than one-half of 1 percent of the total 
payroll of this industry. That was reported by the Interstate Com- 
merce Commission, 

May I ask one thing to clarify the statement you would like to get 
on the trend in the railroad stock? Would you like the indexes “of 
an overall picture or are you interested in just a general 

Senator Attorr. I would be interested, for my purposes, I think, 
in just a general index or perhaps a chart or plat of perhaps a dozen 
of the le: ding railroads for the last 10 years or longer, if you care to 
make it longer. I believe that would serve my purposes. 

Mr. Monroe. We will secure that for you. 

Senator Auttorr. I am not sure whether Mr. Bevan had that in his 
statement. I think his charts do show, however, the trend in rates, in 
rate of return. 

Mr. Monroe. It showed rate of return. 

Senator Auuorr. I believe that is already a part of the record. 

Mr. Monror. If it isn’t, I will be glad to furnish it. 

Senator Atnorr. Thank you very much, sir, for your statement. 

We will come back at 2. 

(Whereupon, at 12:40 p. m., the subcommittee recessed, to recon- 
vene at 2 p.m. the same day.) 





AFTERNOON SESSION 


Present: Senators Morse (presiding), Cooper, and Allott. 

Senator Morse. The subcommittee will come to order. 

Our first witness this afternoon will be Eli L. Oliver, economic 
adviser, Railway Labor Executives Association. 

I have had the pleasure of having Mr. Oliver before me on several 
occasions, and I am very much pleased to hear him on this issue. 

Mr. Oliver, proceed in your own way. It is a pleasure to have you 
with us. 


FURTHER STATEMENT OF ELI L. OLIVER, ECONOMIC ADVISER, 
RAILWAY LABOR EXECUTIVES ASSOCIATION 


Mr. Oxiver. Thank you, Senator Morse. I had already submitted 
a statement in connection with the proposed legislation, and I am 
back only to make a few comments on the statements that have been 
submitted on behalf of the carriers with respect to that same legis- 
lation. 

The carriers’ opposition seems to be based in large part on two 
general contentions, each of which seems not to be well founded. The 
first of those is the claim that the benefits provided under the pro- 
posed legislation, particularly amendments to the Railroad Unem- 
ployment Insurance Act, are, by comparison with State laws, rather 
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liberal, and that the proposal that the carriers pay the entire cost of 
the sickness section, as is now the principle in the law, is in conflict 
with the principle in the State laws dealing with disability insurance. 

A second of the major claims seems to be that it is contended that 
the proposed legislation will place an unduly heavy financial burden 
on the industry and that the industry is already in a critical financial 
condition. I should like to address myself to those two general con- 
tentions. 

With respect to the first of them, based on a comparison with State 
laws, I think the central fact is that State laws in this area, as in 
many others in the field of social legislation, really only establish 
minimum standards. Departures from and above those minimum 
standards are not only permitted, but in many cases actually encour- 
aged; that, with respect to the question of adequacy of benefits or the 
methods of financing, the comparison must be not with the minimum 
standards in that legislation, but the actual provisions largely in 
collective-bargaining agreements that have been substituted for those 
State provisions or that have supplemented them. The State laws 
are, almost by necessity, not susceptible of adaptation to the needs 
of individual industries. So many of the major industries, at least, 
not only overlap State lines but extend into different regions that it 
would not be feasible to incorporate in State laws provisions that 
would specifically fit the needs of those individual industries. 

The supplemental arrangements have corrected that situation or 
have sufficed, at least, to bring about some degree of adaptation. That, 
of course, is not true with the railroad industry, since national legis- 
lation can be devised, and has been in many fields devised, to fit the 
peculiarities and the needs of the railroad industry. 

In this matter of the State disability-insurance laws, I think it 
should be noted, first, that disability insurance is really part of the 
general health and welfare programs in American industry. Those 
health and welfare programs have had a very substantial start many 
years ago, and the State laws, where they exist, have written into the 
laws only the minimum to be applied in the cases of need of health 
and welfare provisions through this disability-compensation type. 
The distinction is that disability insurance provides income to the man 
who is disabled, sick, injured, while the other elements in the health 
and welfare program, hospitalization, surgical, medical care, provide 
assistance in meeting the costs of sickness or accident. 

There are only four States in the United States that have disability- 
insurance laws. Those four were cited by Mr. Calhoun in his state- 
ment for the carriers, and they are New York, New Jersey, Rhode 
Island, and California. The very fact that there are only four 
States with such laws indicates that it is an exceptional and a rare 
situation. In each of those laws there is a provision for the substitu- 
tion of private or direct collective-bargaining or other private ar- 
rangements for the provisions of the law. They only require that 
those private arrangements shall at least conform to the minimums 
written into the several laws. The effect of the laws and of these 

rovisions for substitution is indicated in part by the fact that the 
Tatest report I have seen, which was of July 1954—I don’t think a 
later study has been made—indicates that in California 48 percent of 
the workers are covered by private plans, either in addition to or 
substituting for the law; in New Jersey, 65 percent; and in New York 
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State, 97 percent. So that the effect of the law is very largely sup- 
planted by these private, direct, collective-bargaining arrangements. 

Now, the nature of those arrangements is not very well covered by 
any study that I know of. The best recent study I have seen was one 
made by the Bureau of National Affairs in 1956. The Bureau of 
National Affairs studies collective-bargaining agreements for the pur- 
pore of advising employers on what is the general trend in collective 
argaining with respect to a variety of subjects. This 1956 study 
covered the matter of collective-bargaining arrangements for loss of 
income because of sickness and accident. 

The Bureau reported that 43 percent of union contracts had sick- 
ness and accident insurance of one kind or another, and an added 16 
percent provided paid sick leave. You will see, of course, that paid 
sick leave is in the alternative to insurance compensation for periods 
of sickness, a major distinction between the two being that in the 
‘ase of sick leave, of course, automatically and naturally it is all paid 
for by the employer and almost invariably it is full compensation. 

In our sick-leave pay we provide for only a part of the full compen- 
sation, but the typical thing certainly is that full compensation will 
be paid to the employee who is sick for a specified length of illness. 

This study by the Bureau of National Affairs reported that in 60 
percent of the health and welfare programs involving sickness and 
accident compensation the employer paid the entire cost, so that the 
prevailing principle with respect to the sickness and accident com- 
pensation also is that the es pay the entire cost. That is what 
would be expected. It is the principle accepted in the railroad in- 
dustry with respect to the other elements in the health and welfare 
program. The plan now in effect covering hospitalization, surgical, 
and medical costs is paid for entirely by the carriers. So that the 
question of meeting the cost of sickness insurance has been decided so 
far as American industrial practice is concerned not only in these 
outside industries where the great bulk of the provision is at em- 
ployer cost but also in the railroad industry itself, the legislation as 
it now stands and the health and welfare program which was agreed 
to in collective bargaining. 

It would perhaps be well to illustrate what has happened under 
some of these State disability insurance laws, and perhaps the best 
industry from which to illustrate it is the local transit industry. I 
say that because it is generally recognized by the carriers as well as 
the employees that there are many similarities between local transit 
and the railroad industry—the degree of regularity, the problems of 
giving the necessary service, a great many other similarities between 
the two groups. 

In one of the States with disability insurance, New Jersey, there is 
a local transit system that is practically statewide in its operations. 
The New Jersey Public Service Transport Co. They operate not 
only in the northern section of the State adjoining New York City, 
but rather well throughout the State and give local service to a great 
many industrial communities. 

The New Jersey Public Service Transport Co. has entered into a col- 
lective-bargaining agreement with its employees providing for a 26- 
week disability compensation of $30 per week, even though the State 
law, of course, has the provision for employee contributions to meet the 
cost of sickness. 
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In another of the States, California, the other alternative is more 
frequently used or at least is more generally used; that is to say, 
the sick-leave provision. All 3 of the 3 principal cities in California— 
San Francisco, Los Angeles, and San Diego—have sick-leave sys- 
tems in which the employee’s absence due to sickness is compensated 
for by full pay for varying periods. That is true not only of the 
privately owned systems, but in the State of California there are 
several publicly owned systems, notably in the city of San Francisco, 
and in San Francisco sick leave is granted to the employees cumula- 
tive up to 6 months without any cost at all to the employee, and the 
city of Sacramento publicly owned transit system also grants sick 
leave to the employees without any contribution by the employees. 

So that these two major States illustrate the way the transit in- 
dustry is operating under the laws which have been cited here as 
evidence that the practice of requiring the employer to pay the full 
cost is not ‘ustified. As a matter of fact, the employer on pay the 
full cost under both of those systems in those two States under the 
State laws that we referred to here. 

In the statement I originally made before this committee I dis- 
cussed the matter of these State unemployment compensation systems. 
I don’t think it is advisable to touch on that again only briefly to 
recall the facts with respect to those systems. It isn’t proper to com- 
pare the benefits under the proposed or the existing Railway Unem- 
ployment Insurance Act with the State unemployment compensation 
laws because they, too, are intended to establish minimum standards 
generally applicable. 

There have been devised through collective-bargaining supplements 
to unemployment compensation that provide not only added funds 
but adaptation, as I said, to the particular needs of individual major 
industries. 

The statement I originally made to the committee had appended to 
it a list of over 200 such collective-bargaining agreements in the United 
States. They were especially common in the durable-goods indus- 
tries, but they extended into all of the industries that are auxiliary to 
the automobile industry, such as tires, plate glass, a great many others 
of that kind, farm machinery, and into nondurable goods also. That 
was necessarily only an incomplete list because reports on that sort 
of thing are not at all common or comprehensive. 

In addition to that general list, information was submitted on three 
specific plans: The one in the steel industry, another in the automobile 
industry, and the third in the container industry. Those 3 agree- 
ments were with 3 of the largest labor unions in the United States— 
the United Steel Workers, the United Automobile Workers, and the 
International Association of Machinists. In each of those the maxi- 
mum benefits payable to the employees on the weekly basis were higher 
than those being paid under the Railway Unemployment Insurance 
Act. 

Even with the proposed amendments the railroad weekly maximum 
benefit will still be below the maximum benefit available in all three 
of those industries and the annual benefit will be less than in either the 
container or the steel agreements which were cited with that previous 
statement. So that there is not any ground for concluding on the 
basis of these major industrial agreements supplementary to State laws 
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that the proposed benefits in the Railroad Act are in any sense out of 
line or over liberal. 

There is one area in which they depart from these State unemploy- 
ment compensation laws and the supplementary benefits and that is 
with respect to the duration of benefits for older employees. That 
provision in the proposed law supplementing what is already in the 
law or expanding it would in part provide for technological displace- 
ment. ‘There are many kinds of provisions in other industries, v arious 
kinds of severance-pay provisions, among other things, for employees 
technologically displaced. They are not to be found in the same pro- 
visions as the unemployment-compensation supplements. They are 
sometimes in the same agreements, but they are not precisely the same 
kind. 

There is one provision in one of these major agreements that per- 
mits a funding of the benefits which would otherwise be paid at vari- 
ous periods, or the paying of it in a single lump sum if the employee 
is permanently separated from the industry. The railroad industry 
in this particular ought not to be, it can’t properly be judged by the 
provisions either of the State laws or of the agreements in effect. in 
other industries. There are several reasons for that. Among them 
is the fact that the railroad employee, a very large proportion of them, 
are employed at points where there is no other industry and where 
the problem of relocating is a serious one. Moreover a very large 
proportion of the skills that are so necessary in the railroad industry 
and that have been so highly developed in the older employees par- 
ticularly dealt with here are of no value in any other industry. 

In order to meet with those characteristics of the railroad industry 
which have been under discussion in the United States, to my knowl- 
edge, for 35 years, there have been special provisions developed in this 
industry. Those provisions appear not only in legislation but they 
are and they were in the E mergency Railroad Transportation Act. 
They appear also in special provisions laid down by the Interstate 
Commerce Commission’s conditions for its approval of various kinds 
of changes in railroad operation. They occur notably in the Wash- 
ington agreement, so-called, which provides for employees displaced 
through various kinds of unifications or mergers. So that rather than 
being judged by what may appear either in State laws for indiscrimi- 
nate application or in collective bargaining agreements adapted to 
other particular industries, this feature of ‘the Railroad U nemploy- 
ment Insurance Act amendments ought to be judged by precedents 
within the railroad industry, and they do exist, as I said, legislatively, 
administratively and in collective bargaining for the granting of bene- 
fits over these extended periods. So much for the matter of the com- 
parison between the provision for the amounts of the benefits and their 
duration and the method of meeting the costs of the unemployment 
compensation. 

I would like to discuss now briefly the points raised in connection 
with the financial condition of the railway industry. In the statistics 
upon this particular problem, which were earlier presented to the com- 
mittee, it was made clear, I trust, that the railroads are hiring hun- 
dreds of thousands of new and inexperienced workers at the same time 
that they are laying off experienced men with long service in the rail- 
road industry. T hat has been a policy of multiple inefficiency and un- 
soundness. It seemed to be unsound from the strictly humanitarian 
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standpoint. It has seemed to be unsound because it increased the cost 
of unemployment compensation which has ultimately resulted in an in- 
crease in the rate that the railroads must contribute to that fund. 
Third, it is unsound in that it brings in new employees and lays upon 
the carriers the burden of training them, breaking them in, which is 
a substantial cost in the aggregate, with no corresponding benefit ex- 
cepting possibly the greater physical energy of the younger employee. 

hat multiple error in railway personnel policy, if it is corrected, 
can reduce the costs of the proposed legislation almost to the vanish- 
ing point. These railway employees have skills that are universally 
applicable. Men can be relocated and transferred from one to an- 
other division, from one to another railroad and fit with practically no 
problem of adjustment. The costs of transportation, so far as out-of- 
pocket costs are concerned, are negligible. So that if the railroads 
seriously address themselves to the. problems of minimizing the cost 
of the unemployment compensation they can do so and simultaneously 
modernize and humanize their personnel policy. 

With that policy of eliminating or reducing the cost of these pro- 
»0sed amendments the railroad industry is today in probably the most 
frealthy financial condition that it has ever been in in its history. 

Senator Morse. Before you go into that point, Mr. Oliver, if my 
friend from Colorado doesn’t object, I would like to ask a question 
about the transfer of employees. These older people are being let out 
and younger people hired to replace them. There is some testimony 
earlier in these hearings from witnesses to the effect that the brother- 
hoods, however, in many instances have a policy where if a man in one 
division is transferred to another division he doesn’t take with him 
his seniority rights in the second division and he has to start over in 
the second division as though he were a new employee, and therefore 
the carrier is confronted with a refusal on the part of the older em- 
ployees to transfer. They would rather stay unemployed in the hope 
that some place subsequently will be made available and they will get 

aid then on the basis of their own seniority rights. That is my recol- 
Galion of the testimony. Now, will you comment on that? 

Mr. Otiver. Yes, there are 2 or 3 comments that should be made. 
In the first place, the men they are hiring have no seniority rights 
whatsoever. The men I spoke of as new and i inexperienced men, ‘and 
they are hiring them in al) of the major categories, so that the older 
employee being transferred from one to another place would still have 
seniority over ‘the men who are being brought in completely new. 

Senator Arzorr. This is not clear to me. It sounds like a paradox. 
Do they or do they not transfer from one division to the other, as the 
chairman has suggested, with their seniority rights ? 

Mr. Ouiver. They would transfer from one division to the other 
division with a bundle of rights. 

Senator Attorr. With what? 

Mr. Outver. With a bundle of rights, but they might not have all 
of the rights that they have in the first division, but the right in the 
first division is one that they might not transfer with and is only a 
right to replace a junior employee, and if they are out, that right 
is valueless. They haven’t got it anymore. 

Senator Attorr. It is very valuable as long as they are working. 

Mr. Oniver. It is valuable if there are other younger employees. 
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Senator Atiorr. If they lose that right when they move to another 
division, they would lose a very valuable right, would they not? 

Mr. Outver. They would lose the right in ‘the division from which 
they moved. They would gain a ri ight i in the division into which they 
moved, but certainly 

Senator AtLorr. What would they gain in the division to which 
they moved ¢ 

Mr. Ouiver. They would be ahead of any of these new employees 
who are being brought in. 

Senator Atiorr. Well, only those who are brought in afterwards? 

Mr. Oxtver. Yes. 

Senator AtLorr. Your statement doesn’t reflect the actual situa- 
tion. If they are transferred over to a new division, then they 
lose their seniority rights. Of course, even the younger men, these 
inexperienced ones that you referred to, have seniority over them, 
don’t they ? 

Mr. Otutver. Those who have been hired earlier would. 

Senator Attorr. So that if they do transfer this policy of losing 
this seniority is the loss of a very serious right ? 

Mr. Ontver. Well, Senator Allott. 

Senator Atiorr. Let me put it practically. You have been em- 
ployed for 20 years at a given point. I am saying this because I 
want to be sure I understand it. You are transferred or have an op- 
portunity of either losing your job or being transferred to the adjoin- 
ing division down the road. Now, when - you leave your place, you 
would be ahead of certain people, but when you go over here you 
would only be ahead of people who were hired after you moved; i 
that right ¢ 

Mr. Outver. That is right, yes. 

Senator AtLorr. So you really have given up a whale of a right 
there. 

Mr. Outver. Senator, you see you started out with a condition in 
which the value of that right has been very gravely impaired, if not 
completely gone. A man who is thrown out of work because of a 
consolidation of division points, for example, or because of the aban- 
donment of service or reduction of service or for some other such 
factor, he may have 20 years of seniority, but it may not be worth a 
nickel in the division where his seniority has been accumulated because 
the possibilities of employment are gone. In many of these agreements 
a man can transfer where employment opportunity opens up without 
losing the right to go back to his first employment if there is an expan- 
sion of force there. There is quite a variation in these seniority rules. 
But you see this right which is priceless to him as long as there is any- 
one younger than he is becomes valueless at the point where he is 
going to be forced out-of the industry, and hundreds of thousands of 
them with great seniority and age have been forced out of the indus- 
try and that seniority right loses all value at that point, so that when 
the employee is asked to transfer from point A to point B, his senior- 
ity in point A loses value because it is gone. The employ ment rights 
are gone excepting in the abstract. At point B he acquires a right 
over those employees who apparently have been hired, obviously have 
been hired and would be hired after he has transferred. 

Now, I can understand the reluctance, having gone out into these 
towns and studied the conditions of these railroad men, I can under- 
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stand their reluctance to move as long as there is a prospect of employ- 
ment returning at their local point where they live, but I have seen 
the abandoned homes where men have actually transferred, a great 
many of them, still owning their homes. The homes are in ruins, but 
the men have transferred to other points along the railroad and some 
of them are working at other points along the railroad. So there ac- 
tually is that kind of transfer being made. 

Senator Morse. Will you discuss it in terms of this hypothetical ? 
I think I understand it but I think the record ought to be pretty clear 
on this because your testimony this afternoon is just that the rate 
or the cost of S. 1313 to the carriers could be reduced if, as you argue, 
they would change their hiring policy, and in evaluating that argument 
I would like to have your discussion of this hypothetical: The hypo- 
thetical is: Employee A of one of the brotherhoods has 15 years senior- 
ity in division 1. There is a cutback in personnel in division 1, and he 
is told that there is no more work for him in the foreseeable future, 
the foreseable future anyway, but there is a job for him in division 2. 
If he goes to division 2, as of that date he starts at the bottom of the 
seniority ladder. He will have seniority only over anybody that is 
hired in division 2 subsequent to his hiring. He does not have sen- 
iority over employees in his job classification who were hired in divi- 
sion 2 the preceding week. Those employees have seniority over him 
although they have only been in the railroad industry 1 week in con- 
trast to his previous 15 years’ service in division 1. So he has before 
him the question as to whether or not he will go to division 2 or whether 
under the proposal of S. 1313 he will apply for unemployment insur- 
ance benefits based upon his present wage scale and 15 years of senior- 
ity. In some instances would not the mathematical calculations cause 
such men as Mr. A to say, “Well, it would be better for me to go on 
unemployment insurance benefits than to go to division 2 and start 
again at the bottom of the ladder in division 2”? 

Mr. Outver. Well, the answer to that is of necessity a complex and 
multiple one. In the first place, in many cases where changes are 
general and cut deeply into the force, the employees transferred do 
transfer with their seniority rights. There are many consolidations 
that have been made in the United States between divisional facili- 
ties, for example, where the employee’s seniority rights are dove- 
tailed. That is done in many different fashions. Sometimes if 10 or 
15 employees are laid off in division B and go to division A, each will 
earry his own seniority with him and will have the appropriate rank- 
ing. In others there is an agreement made that the seniority roster 
will be dovetailed by taking so many of the appropriate percentage 
from roster 1 and an appropriate percentage from roster 2, so the man 
over here with 10 years seniority might rank above a man with 12 
here, or he might rank below a man with 8, and they do a proportional 
merging. That has happened especially in groups like the clerical 
group. In other cases where there is strictly divisional seniority 
separate agreements and arrangements can be made or have been 
made, but the fact is that even where there are rigid and exclusive 
seniority areas a man carries with him a great many rights, depending 
on his length of service with the carrier, but independent of the 
specific seniority ranking. 
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For example, he would have superior vacation rights over a newly 
hired employee in the other area. If, however, he reasons in the way 
you indicated I gather the implic ation would be that if he transferred 
to another point he might be more quickly in line for a layoff and then 
would not have the unemploy ment compensation that he was entitled 
to in the first point. I don’t believe that is implied in the proposed 
legislation. I think that employee would be entitled to unemployment 
compensation on the basis of service rather than seniority with such 
a transfer. I am quite certain that that would be the interpretation. 

There is also this, which I think is a necessary part of the adminis- 
tration of the law: The Railroad Retirement Board has made experi- 
mental or pilot efforts in this direction. As I think I indicated before, 
the contraction of employment in the Pennsylvania Railroad at Al- 
toona was very severe and sharp. They took the employe ees from 
Altoona and distributed them all over the United States. A very 
substantial number were employed on the Southern Pacific Railroad. 
Physical examinations were given to them in the area of Altoona 
and they were transferred to the Pacific coast where they lost the rights 
that would depend on employment with the individual carriers such 
as vacations. 

If the Railroad Retirement Board goes forward with that program 
developing the techniques of making these transfers, then the indi- 
vidual employee at point A to whom you referred offered suitable 
employment at point B would be under the necessity of accepting it 
unless there were, of course, insuperable reasons why he couldn’t, and 
if he didn’t accept it, I would think that would make him ineligible 
for continued unemployment compensation. Of course, ilIness and 
the lack of suitable employment at the point to which he would trans- 
fer, a few things of that kind, might operate to bring about a decision 
that the employment available to him was not in fact suitable. 

Senator Morse. One more question, Senator Abbott; your explana- 
tion causes me to ask this one, Mr. Oliver. The carriers have con- 
tended in this hearing that in reply to your argument they are hiring 
too many new people, they have difficulty in getting the old people to 
transfer into new locations. They argue that the passage of S. 1313 
would even make that more difficult because it would increase the de- 
sire on the part of old employees to stay put and not transfer because 
of increased benefits allowed under this bill. My question to you is 
that if you were claiming carriers are hiring too many new people 
and displacing too many old people, what proposal would the brother- 
hoods offer if one is nec essary to meet this argument of the carriers 
that your men won't transfer ? 

Mr. Outver. I don’t believe, Senator that it can be incorporated in 
the law, but the purpose of these unions is to bring about that trans- 
fer. The purpose would be to encourage relocation and reemployment 
and whatever is necessary in the way of union action to enc ourage such 
movement would certainly be done in the collective- bargaining proc- 
esses or within the union processes. I don’t think that it requires any- 
thing in legislation. In fact, I don’t know. It is an unreal problem 
to me, but even assuming that it were real, even if the hypothesis 
has behind it something genuine and substantial, it couldn’t be met 
in legislation. I+ would have to be within the practices of the Rail- 
road Retirement Board in the first instance who could, of course, limit 
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the payment of compensation to an employee who refused to accept 
available employment and in the practices of the carriers and the 
organizations. 

Senator Morse. Proceed. 

Mr. Oxtver. I base my conviction that it is not a real problem on 
having seen the actual movements of these employees under ver) 
adverse conditions, and I am convinced that that would be the practice 
as the Altoona episode actually does also demonstrate. 

As to these probably negligible and probably small costs of these 
amendments in the Railroad Unemployment Insurance Act, I have 
compared the actual financial conditions of the railroads today. The 
varriers’ data on these points with respect to the current financial con- 
dition have largely consisted of comparisons of the operating results 
in 1956 with those of 1955 and 1929. Now, in a general way I think 
there are two things that ought to be said. First, about those com- 
parisons, the railroad traffic and operating revenues particularly do 
fluctuate within the long business cycle and within the shorter internal 
cycles of every long business cycle. So you will find successive years 
of very different operating results. It is necessary to compare cor- 
responding years or rather groups of years or to compare results on the 
basis of the. volume of traffic. It happened that the year 1929 was 
was what is called a boom year. The policies then followed by the 
‘arriers, the policies that had been followed in the immediately pre- 
ceding years in the railroad and other industries with respect to the 
compression especially of labor costs, labor compensation, were among 
the major factors in producing the depression. 1929 suffers then as a 
standard both from the fact that it was a boom year in the series of 
cycles and no adequate or fair standard, and second because it reflected 
an unwise and unsound policy on the railroads as in all American 
industry. But even compared with 1929 the current condition of the 
carriers cannot be said not to be good. 

The evidence that has been placed before the committee relates to 
several separate factors. One is the working capital of the carriers; 
second, the volume of traffic; third, the funds available to the carriers 
for reinvestment in the industry, replacement and expansion; and 
fourth is the comparison of net worth and current net income, par- 
ticularly for the year 1955, and finally a statement with respect to 
rising wage costs and their relation to the condition of the railroad 
industry. I would like to take those up each separately and very 
briefly, if I may. 

In the first place, with respect to the matter of working capital, 
there are two measures of working capital. One is the relation of 
current liquid or current assets and current liabilities—the relation 
of the liabilities to the assets. Second is the relation of the net of 
those two to the working requirements, the actual operating expenses 
of the carriers. In 1955 and 1956 the ratio of current assets to current 
liabilities of the carriers were, in 1955, 1.75. That is to say current 
assets were 134 as great as current liabilities. Im 1956, 1.67, and in 
1929, 1.2. So that the ratio of current assets to current liabilities in 
1956 is 40 percent better than it was in 1929. Actually, there is a 33- 
percent increase in the ratio over 1929. Now, the total net current 
assets in 1929 were only $284 million. The nat current assets in 1956 
were $1,417 million. The net current assets in 1956 were more than six 
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times as great as in 1929. In 1955 the net current assets were $1,603 
million—more than 5 times as great as in 1929. 

On the basis of that first measure then both as to ratio and as to 
aggregate, the net current assets in these last 2 years have been far 
superior to the so-called actual boom year of 1929. 

Now, with respect to expenses, after all, the need for working capi- 
tal is to meet current expenses. In 1929—with net current assets of 
$284 million, the average monthly expenses of the carriers were $375 
million, so that the net current assets were equal to only three-quarters 
of 1 month’s operating expenses. In 1956 the net current assets were 
$1,417 million as against average monthly expenses of $675 million. 
The net current assets were more than twice as great as the average 
monthly expenses, contrasted with only 0.75 as oreat in 1929. That 
comparison indicates that whether you measure ‘it against operating 
expenses or just the ratio of current assets to current liabilities that the 
working-capital position of the carriers now is superior even to 1929. 

With respect next to the volume of traffic, the carriers indicate 
what is a fact, that the proportion of traffic in the United States going 
to the railroads is progressively smaller. They are getting a smaller 
proportion of the total volume of traffic. Now, that is due to several 
different factors, but among them is the development of new modes of 
transportation. The truck for all intents and purposes was unknown 
before 1925. It wasa very insubstantial part at least of the total trans- 
portation. There is the pipeline, but above all, of course, the airplane 
and over-the-road bus in their areas with completely new develop- 
ments, but the fact of a diminishing proportion has been due to the 
development of new transportation which never would have moved 
very largely if these new facilities hadn’t been developed. Actually 
in 1929 the carriers hauled 509 billion traffic units, and in 1956 703 
billion. So there was an increase of 40 percent in the volume of rail- 
way traffic in 1956 over this peak year of 1929. Now, that was not 
only an increase in the absolute amount, but it was an increase per 
capita in the United States. The railroads hauled in 1949 4,136 
traffic units per capita. In 1956 they hauled 64,184. The 10-year 
average including 1929 was 4,078 units per capita. The last 10 
years 4,370. That is an increase of about 7 percent per capita in the 
volume of railway traffic in the United States. 

Now, while, as I say, the railroads are getting a diminishing propor- 
tion of the total traffic, it does not indicate that they are either shrink- 
ing, diminishing, or vanishing. They are still the major factor and an 
expanding part of the total American transportation picture. So 
much for the volume of traffic and traffic per capita. 

With respect to the traffic hauled per unit of investment, the rail- 
roads hauled 21.3 units in 1929 per dollar of investment. They hauled 
26 units in 1956 per dollar of investment, an increase of more than 
20 percent in the volume per unit of investment between 1929 and 
1956. On either of these measures then the railroad industry is really 
an expanding, growing, and healthy industry in spite of the fact, and 
I wouldn’t want to leave the impression that it isn’t a fact, that there 
are competitive disadvantages under which the industry suffers which 
should be removed or mitigated at least by legislative or other govern- 
mental action. Nevertheless, the industry is not the cripple that it 
would seem to be strictly on the figures of the percentage of total traffic. 
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It must be within the experience of everyone—it is within my own— 
that a great many trips that I would not take, that I couldn’t possible 
take if air service were not available, I do take now and am able to take. 
The same thing is true with respect to the expedited shipments of 
express, for example. That is new traffic created by the very character 
of the transportation facilities. The railroads do suffer under com- 
petitive disadvantages that could be at least lightened but in spite 
of that they are in very healthy condition measured again by the 
volume of traffic. 

We come now to another of the measures urged by the carriers as 
indicating an unhealthy thing or unsound operating and financial 
condition. The claim has been made not only before this committee 
but elsewhere before emergency boards, arbitration boards and so 
forth, that the operating situation makes it impossible for the car- 
riers to secure funds or difficult for them to secure founds for the re- 
placement or expansion of their facilities. Now, the comparison of 
the current results with those of earlier years indicates that that con- 
tention is somewhat less than perfectly sound. The railroads have 
two sources within the industry itself and within their operations for 
the replacement, modernization or expansion of facilities. Those two 
are, of course, the depreciation funds and the net income. The car- 
riers in 1929, to refer now to the years most urged before the com- 
mittee, in 1929 the sum of net _ ‘ome and depreciation was $1,156 
million. That was the highest year, I believe, in the railroad history. 
The average for that 10 years had fale been more than $800 million. 
On the contrary in 1956 the carriers had from net income and deprecia- 
tion $1,443 million, and in 1955 $1.481 million available for replace- 
ment or expansion of facilities. That is 40 percent approximately 
above the 1929 figure, at least 30 percent and 50 percent above the 
average for that decade before the depression. 

The actual investments made by the carriers in the postward period 
have been very heavy. It was true of the railroad industry, as of most 

The actual investments made by the carriers in the postwar period 
could not then be reinvested. They weren’t even able to maintain 
their properties or replace wornout equipment, because materials 
were simply not available. That resulted in an accumulation of net 
current assets in the postwar period in all industries, and, in looking 
at the current railroad situation, it is necessary to remember to keep 
in mind the fact that the 1945 and immediately subsequent net-current- 
asset position was colored by the accumulations of the war per iod, but 
in the more recent years the railroads have been investing in new 
plant and equipment at a very substantial rate. 

Now, there are many ways of comparing this investment across in- 
dustry lines. It is obvious, of course, that if you have an old industry, 
a well-established industry, growing at a normal rate, its problem of 
new investment and expansion is relatively less than an industry com- 
ing into a new process or a new field. The television industry is one 
of the most recent examples. Their rate of expansion of investment 
is terrific. So that lump comparisons between an established industry 
where the need is only for modernization and a normal rate of ex- 
pansion with the total of industry on the basis of the actual investment 
is heavily warped because of the large number of completely new in- 
dustries in the United States at any given time and particularly since 
the war. 
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There is another basis for comparing investments and one, I think, 
that is very widely used, and that is, with respect to the number of 
employees, how much is the investment per employee? Since the end 
of the war the railways have invested in plant and equipment a total 
of $13,424 million. That is $11,000 per employee. Manufacturing 
industries in the United States as a whole have invested $118 billion, 
which is $7,500 per employee. The railroads have invested almost 
50 percent more per employee since 1945 than American manufactur- 
ing industries generally. 

Now, that, Tike any other such measure, has its defects, and I 
wouldn’t want to urge that it is an absolute measure, but it does not in- 
dicate any serious difficulties on the part of the carriers in finding 
funds or in using the funds for their investment in plant and equip- 
ment by comparison with the rest of American industry. There have 
been offered also by the carriers, with respect to these financial con- 
ditions, a comparison of net income with net worth of the railroads 
and other industries. Such a comparison is difficult in industries 
where there is a large service element as contrasted with those where 
there is a large investment in goods being worked, raw materials be- 
ing worked on, as in the manufacturing industries. But there are 
two comparisons made in the document from which the figures pre- 
sented to the committee were taken. 

That document is published by the First National City Bank of 
New York City. They show every year the income of the major in- 
dustries with which they deal, the net worth of those industries and 
the net income, and they compare the net income both with the net 
worth and with the actual gross revenue. 

The committees have been given the information on net worth by the 
carriers’ statements, but the comparison with gross revenues has not 
been made. I believe that is a significant factor. Certainly, its pres- 
ence in that report indicates an equal or parallel significance with the 
comparison with net worth. 

The average for all American industries in the last year available— 
1956 has just become available within the last few days—in 1956 
American industry altogether paid 6.3 cents per dollar of gross reve- 
nue in net income. Six cents per dollar. The railroad industry paid 
8.3 cents per dollar. The net income per dollar of gross revenue. 
There were only two groups of industries higher than the railroads, 
the public utility _—- and the mining and quarrying. Transporta- 
tion as a whole had 7.15 cents net income per dollar of revenue com- 
pared with the railroads’ 8.3 cents. Manufacturing had 6 cents. 
Amusements and service is 5.4 cents, and trade 2.6 cents. So that the 
railroads ranked well above the average, 30 percent above the average 
for American industry as a whole, in terms of revenue, net income per 
dollar of gross revenue. 

That comparison made on the basis of that individual year can be 
made in a general way over a period of years. For that purpose I 
looked into the 1929 situation as compared with the last situation. 
The railways’ net income per dollar of operating revenue in 1929 was 
14.3 cents. Outside industry, generally, in terms of corporate profits 
as against the gross national product, were 7.9 cents. The railroads 
were almost twice as great as outside industry or industry generally. 

In 1956 the railroad figure 8.3 cents per dollar of gross revenue 
going to net income compares with industry gene ‘ally, 5.2 cents, on 
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the basis of gross national product. So that, while the railroads’ pro- 
portion of gross being retained in net has declined, that is also true of 
outside industry, and the railroads still retain more in net income of 
their gross revenues than is true of industry generally in the United 
States. 

To those bases of judgment of railroad financial and operating con- 
ditions, the carriers have added some considerations about wage costs. 
I went into that in some detail in my original statement, showing how, 
during the very period of years when railw ay wage rates were rising, 
when railroad hours were decreasing, when payroll taxes were raising, 
nevertheless, wage costs per traffic unit were declining. 

Senator Morse. May I interrupt at that point? I am going to have 
to go in a moment to a meeting. My colleagues from Colorado and 
Kentucky will conduct the meeting. I would appreciate having the 
Senator from Colorado, who is the senior member, preside. After 
the two Senators have asked any questions that they wish to ask at the 
close of the witness’ testimony, I would appreciate it if you would 
extend to counsel of the subcommittee the privilege of asking any 
questions he may wish toask. 

I am sorry I have to go to attend to this other matter. Before leav- 
ing, I would like to have you either make a statement now or submit a 
memorandum. Mr. Monroe testified this morning about the recently 
consummated 3-year contracts, and that, in the course of those negoti- 
ations, nothing was said, to his knowledge at least, by the brotherhoods 
of the increased labor costs involved in S. 1313, and that, therefore, the 
carriers feel they are somewhat taken by surprise. Of course, some of 
your later contracts have been negotiated in the very recent past. 
Final negotiations with the trainmen were made after S. 1313 was 
introduced. In fact, they were made after the hearing started, but I 
suppose it could be said by the carriers, quite rightly, that all the rail- 
road-trainmen contract does is bring the railroad trainmen in line 
with the so-called master pattern. I think there ought to be the 
brotherhood’s answer, if you have one, in the record, as to whether or 
not this is now an additional cost imposed upon the carriers that they 
had good-faith reason to believe wasn’t going to be demanded by the 
brotherhoods after they consummated the 3-year contract save and 
except whatever was involved in meeting the additional costs of the 
bill that was passed last year. I ask for that answer. 

I think I have made « mistake in seniority there. I think the 
Senator from Kentucky is senior to the Senator from Colorado on the 
subcommittee. 

Senator Atiorr. It doesn’t make any difference to me. 

Senator Morsr. I would like to have either one of you preside in my 
absence. 

Mr. Ottver. I would be very glad to reply to that question 
immediately. 

The situation is this: Two years ago the Railway Labor Executives 
arranged a conference with the presidents of the American rail- 
roads—a committee of those presidents. 

They met. They outlined this problem to this committee of Ameri- 
can railway presidents at that time and indicated that they would 
have to move for some measure to meet this situation. They talked 
in terms of the so-called Washington agreement being extended to 
cover all of this problem, or in terms of legislation. 
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Now, I was present at that conference. That was, as I said, 2 
years ago. The subject has been under consideration since that time 
in various forms. The newspapers have carried the story that the 
shopmen were considering a guaranteed annual wage. The mainte- 
nance-of-way men have already before the carriers a proposal for 
guaranteed employment. Now, when the nonoperating wage agree- 
ment was reached, this 3-year agreement, there was included in it 
specifically a reservation of the right of the organizations to ask for 
a program of stabilization of employ ment and some other term re- 
ferring to the same problem—separation allowance. 

Those terms are in the agreement, a specific reservation for them. 

Now, the carriers cannot have failed, in my judgment, to know that 
among the several remedies under consideration was the one that is 
now before this subcommittee. And I do not intend to imply that 
Mr. Monroe, in any way intentionally misled the subcommittee. 

Senator Morse. No; he said he was not a member of the committee. 
He was very frank about it. 

Mr. Otutver. He was not, I do not think, in those negotiations, and 
he perhaps does not know about those negotiations, and he may not 
have seen those terms in the contract. 

However, the agreement, the 3-year agreement, to which reference 
was made, has the specific reservation of measures to meet this par- 
ticular problem. 

The unions would, without a doubt, have been free to serve a no- 
tice asking for this kind, or any other kind, of protection against the 
sort of unemployment brought about by these technological changes. 

Senator Attorr. Mr. Oliver, I would like to take this matter up at 
this point. 

Senator Morse. Let the record show that when we recess this after- 
noon, our next meeting of the committee will be next Wednesday 
morning at 10 o’clock. If we finish with these two witnesses today, 
we will proceed next Wednesday at 10 o’clock with Mr. Harrison. 

I want to thank you gentlemen very much for helping me with 
this. I thank you, Senator Cooper, for presiding. 

Senator Atiorr. I would like to address myself to just one point 
here, and I do not like to let the record go unchallenged in this 
respect. 

I would like to know whether you agree with this or not. I am 
not os, for the railroads, in any sense in what I am about to 
say, because I do not know what they knew, what they agreed to, or 
anything else. But as a member of this committee, sube ommittee, for 
the last two and a half years, roughly, I at least have some superficial 
knowledge of what has occurred in the committee. 

Now, we had before this committee last year, bills concerning 
railroad retirement, we had hearings in this room, and my recollec- 
tion is that when, for some reasons unbeknown to me, the hearings 
bogged down, or at least the legislation failed to move—and, as I say, 
I cannot answer that because it was never brought before the full 
committee or the subcommittee, that I am aware of—certain people 
of the brotherhoods, and particularly of the Board, came to the then 
chairman of the committee, and also discussed it with me, and I 
believe we had some hearings on this matter, if my recollection serves 
me. And I want to know, whether the Labor Committee had any 
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notice that there was going to be a request for expansion of benefits 
this year ? 

Mr. Outver. With respect to the unemployment insurance ? 

Senator At.torr. With respect to any enlargement of the benefits 
of this act. 

Mr. Ottver. Mr. Schoene will follow me. He was, I believe, in 
those conferences. I was not in them. 

So far as the unemployment insurance section is concerned, I do 
not believe that matter was then discussed on the legislative plane. 
It was still under direct discussion with the carriers. But so far as 
the expansion of the retirement features of the bill is concerned, I 
believe that was discussed. 

Senator AtLorr. With whom ? 


FURTHER STATEMENT OF LESTER P. SCHOENE, REPRESENTING 
RAILWAY BROTHERHOODS 


Mr. Scuorenr. Senator Allott, would you like me to answer the 
question ? 

I cannot say from any personal knowledge that there was specific 
notice that the subject of expanded benefits would again be brought 
up at this session, because I also did not participate in the last con- 
ference that occurred between Members of Congress and representa- 
tives of our organization. 

However, you will recall that in the bill that was proposed last 
year, the general level of increase that was proposed was 15 percent. 
In the sort of last minute stopgap emergency action that was taken—— 

Senator Atuorr. I think that is what it was. 

Mr. Scnoene. I think that isa fair characterizat_on. 

That applies, not only to the lack of financing, but also to the level 
of benefits. The level that was reached was 10 percent rather than 
the 15 percent. The consequence of that reduction in the level was, 
in the first place, that it left almost all survivor beneficiaries still 
under the social-security minimum as they had been before, with the 
consequence that they got no increase at all out of last year’s 
provisions. 

Also, the 10-percent increase of that time was, of course, only two- 
thirds of the increase that was requested for the people who got the 
full effect of the 10-percent increase. So irrespective of whether 
there was any specific notice, I think it was fairly implicit in the 
situation that in the course of giving consideration to further legisla- 
tion this year to provide the additional financing, that an effort would 
likewise be made to remedy the defects in the level of benefits that 
resulted from last year’s legislation. 

Senator Auxorr. I cannot let that go unchallenged as far as this 
member of the committee is concerned, and I am sure as far as some 
other members of the committee are concerned, because it was my 
understanding that that would constitute, and it was my further 
understanding, that it would take care of all the people. And that 

oint was specifically made clear until I started receiving dozens of 
letters from people who found out they were not going to be taken care 
of, and who were not taken care of. 

And for my own part, I want to make the record perfectly clear 
that I had not any portion of that understanding, but exactly the op- 
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posite understanding. And if there is anything in the record which 
would show that my memory is faulty in this respect, I would be very 
happy to have it corrected. 

But it was my understanding that we were to come back here this 
year—and of course this one outstanding defect is survivors had 
cropped up—and that we were to write the legislation for the financing 
of this scheme this year. 

Mr. Scuorene. In the latter respect, that the financing was to be 
taken care of, you are certainly correct. With respect to the other 
portion, your understanding i is different from mine. 

Senator Atxorr. I will say this: If there had been any question of 
the benefits going beyond that at that time, without sitting down then 
and w orking out the financi ing of them, it is a proposition that this 
Senator, at least, would never hav e agreed to. 

Mr. Scuornr. I understand that. 

Senator Atiorr. I went along with this thing, personally, with the 
greatest reluctance. Because when we were facing an $86 million 
defic ‘it, which, as I recall, some figures brought up to $100 million, I 
do not want it to be said that my judgment is so poor that I would 
have gone along with an expanded program, overall, without sitting 
down right then and making some provisions for financing it. 

From my point of view it just does not constitute good business 
practice. And I only bring this up at this time in view of Mr. Oliver’s 
statements, because I do not want to be associated with the conclu- 
sions that were made from his point of view, and I do not attribute 
to him any injustice or unright motives in what he said. 

Mr. Scuoener. Senator, Mr. Oliver, of course, was addressing him- 
self to the unemployment insurance features, which were not ‘before 
the committee last year. And I am sorry that you did not have the 

same understanding that we did as to what might be encompassed 
in this year’s progr am, but 

Senator Atiorr. Well, if the understanding was there, Mr. Schoene, 
why shouldn’t it be in the hearings that we had? Heaven knows we 
beat this thing over enough last year. 

Mr. Scuorenr. But the hearings had all been closed, Senator, when 
the suggestion of a stopgap program of 10 percent increase came up. 
There is nothing in the record about it. 

We, however, were perfectly aware that with the increase limited 
to 10 percent, the great bulk of the survivors would get no increase 
at all, they would stay under the social-security minimum. And we 
were completely aware that something would have to be done about 
that. 

Senator Atxorr. I do not think you will see in the record, or in the 
records of the committee, any statement which informed the com- 
mittee of the fact that we were leaving these people out in the cold. 

Mr. ScHoenr. No, because we never discussed a 10 percent increase 
on the record, Senator. That all came up after the record was closed. 

Senator Atiorr. I see. I know that the committee had some meet- 
ings on this, and I do not know whether we took any additional tes- 
timony at that time or not. 

Mr. Scuoenr. Not to my knowledge. 

Senator Attorr. I am informed we did not. 

Mr. Scuorensr. Of course, I am not aware of what went on in the 
executive sessions of the committee. 
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Senator Atnorr. Well, I just wanted to make my own position in 
this clear, because I cert ainly would not have acceded to the stopgap 
legislation; I would have insisted that we sit down and work out the 
whole thing last year, if I had known we were going to face this situa- 
tion again this year. 

We might just as well have done the job last year as do just half, 
and half this year. 

Mr. Scuoene. That would have been our preference, too. 

Mr. Ottver. I think I should say, again, that my comments were 
addressed to the question Senator Morse asked, as to whether or not 
the carriers had any reason to expect, after having entered into the 
wage agreement for the 3-year period, that they would have to do 
anything about meeting the cost of handling this unemployment 
problem. 

The reservation is specifically there, it could have no meaning what- 
ever, unless there were the anticipation that one or another program 
would be advanced for handling this unemployment problem. 

That matter of the anticipated cost has to be considered, it seems 
to me, in connection with the history of the costs of wage increases 
and other changes in working conditions in recent years. 

I have already presented to the committee, as I think I said just 

a few minutes ago, a statement showing that, while railroad wage 
aon had gone up, the working hours have gone down, with the main- 
tenance of take-home pay. A great improvement in working condi- 
tions have been won by the railway unions over the last 10 years. 
But instead of all those facts, the actual wage cost, the dollar wage 
cost, of handling a thousand traffic units was, in 1956, lower than it 
had been either in 1952, 1953, or 1954, and at almost the same level as 
it had been in 1949. 

The wage cost per thousand traffic units was the same, with a little 
lower in 1955 than in 1949. The explanation of those declining wage 
costs with improving wage rates and improving working conditions, 
is the typical natural, and almost the standard development i in Ameri- 

can industry of increasing man-hour productivity. 

So that while the cost per man- -hour in terms of actual wage rates 
and working conditions may be rising, and has been rising, the actual 
labor cost of the output has either been stationary or has been dimin- 
ished. 

In summary of what I have said today, it seems clear that the bene- 
fits and the methods proposed in the unemployment insurance amend- 
ments before the committee are not to be judged alone by comparison 
with State laws. Compared with the State laws and supplementary 
agreements in effect in American industry, these benefits are not high, 
nor is the incidence of the cost different from what it is in outside in- 
dustry. That is specifically true with respect to the problem of sick- 
ness and accident. 

The benefits here proposed will not be higher than those in major 
American industries, even after the law is amended. 

With respect to the employment of these railway workers now being 
displaced through technological change, the railways can avert a very 
large part, if not practic ally all, added cost through an improvement 
in their employment policy with which the Railroad Retirement 


Board would certainly be able and willing to cooperate very effec- 
tively. 
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The railroads, financially, are in, not only very good shape, but prob- 
ably the best shape they have been in in their history. They can 
meet whatever increased costs may result from these unemployment 
act amendments out of the steadily rising productivity of the em- 
ployees, and out of a policy of reemploying ‘ather than leaving on 


the street the older employees now being displaced by the technological 
change. 


I think that is all, Mr. Chairman. 

Senator Coorer (presiding). Senator Allott? 

Senator Atxorr. I have no further questions. 

Senator Coorrr. I would like to ask this question. First I will 
preface it by a short statement. 

Since the hearings started, I have received a rather large volume 
of mail from railroad employees, from my own State of Kentucky 
and other States, and I might say that some of this mail comes from 
employees who favor the benefits, extension of benefits, which are 
proposed by the bills sponsored by the Railway Labor Executives 
Association. 

Some of it comes from employees who seem to favor the approach 
that was presented to the committee by, I think, Mr. Stack, represent- 
ing the Railroad Pension Forum. But I have been struck by this fact: 
That every group which has written letters about these bills—not 
all of them, but quite a number of them—reflect this viewpoint : first, 
they did not understand that the legislation which passed last year 
would require a raise in the payroll ‘tax. Many of the letters that I 
have received said that they did not understand that, they did not 
understand there was any existing or prospective deficit in the funds 
by reason of the passage of that act. 

They point out, as proof of their position, the fact that the rail- 
road retirement fund contains something over $3 billion, I think. 

These letters also have, therefore, opposed the increase of any tax, 
the increase of any rate either, to finance the deficit which accrued 
because of the passage of legislation last year. They deny that 
it is necessary. 

Further, a great many of them oppose the increase of the payroll 
tax to finance the benefits which are proposed by any of these bills. 

Now, that does raise this question in my mind. Those statements, 
of course, do not determine objectively whether there is a deficit and 
they do not determine, of course, objectively whether or not it will 
be necessary to raise a payroll tax. But it raises this question in my 
mind: 

To what extent has the Railway Labor Executives Association, or 
any other group representing railway employees, made clear to them 
that there must be a raise in payroll tax to provide for the deficit 
which resulted because of the passage of the legislation last year? If 
further benefits are wanted, there must be an increase in their pay- 
roll tax. 

[ must say that I was very much surprised in reading these letters, 
and I hope before the hearing is concluded to sort them and place 
some of them in the record as ‘Tepresentative. But they reflect a lack 
of understanding about the requirements of this legislation. 

Now, have you any comment on that ? 
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Mr. Scuorner. I think, Senator Cooper, that I am probably in a 
little better position to comment on that then Mr. Oliver is, since I 
was more closely associated with the legislation last year than he was. 

I think that all of the organizations through their media of com- 
munication have done their best to acquaint their membership with 
the requirements of sound financing of this fund, and I know that in 
at least a good many of the explanations that were published last year 
every effort was made to communicate to the membership the fact that 
it was an incomplete dealing with the problem, and that further action 
would be required to pewvide the financing for those benefits. 

Now, as to what the Railroad Pension Forum has done in that re- 
spect, I have only fragmentary knowledge, but such literature as I 
have seen of theirs has tended to cultivate the impression that there 
is a surplus in the railroad retirement account. 

It is, at best, a difficult thing to make individual working people 
understand that a $3 billion reserve, or reserve in excess of $3 billion, 
is not a surplus, because it is difficult to get across any impression of 
the liabilities that have accrued and that need to be met out of those 
reserves. 

I will say that so far as the Railway Labor Executive Association 
is concerned, every effort has been made to keep the membership ac- 
quainted with what the situation is. 

I will say this, though: that we are fully cognizant of a strong 
resistance among the railroad employees to have their take-home pay 
further diminished, and that is one of the reasons why we have cou- 
pled with this program the program that is embodied in H. R. 5551, 
which, if enacted, would result in, through offsetting income tax ex- 
clusions of these taxes, would result in keeping the actual deductions 
from payroll approximately the same as they are now. 

Senator Cooper. I must say again that I was greatly surprised when 
I responded to the letters I received, and received letters in return 
denying the fact that there was a deficit, denying the necessity of in- 
creasing the payroll tax to meet the cost of the benefits which were 
made possible through legislation last year, and opposing strongly the 
levying of any increase in the payroll tax. 

It was so broad in the responses that I received—the number is 
not large compared to the total number of railroad employees, but it 
was large enough to show that there was a lack of understanding of 
that fact. 

So the question has arisen in my mind as to whether or not the rep- 
resentatives of the railroad employees have said plainly, so plainly 
that it could not be misunderstood, to those they represent that if bene- 
fits are made available, they will have to contribute to their cost. 1 
cannot find that in the letters that I received. 

Mr. Scuoene. I can only say, Senator, that we have done our best 
to make it plain to them. 

Senator Cooper. I would appreciate it very much if you would put 
in the record some statement of the steps that have been taken to make 
that fact known to employees. The result, of course, would be that 
if benefits are made available, that a great many of these employees will 
believe that the committee and the Congress has arbitrarily placed 
upon them certain new taxes. 

Another thing which has been manifest in the correspondence that 
I have received is a comparison of the relative cost of benefits received 
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under the Railway Retirement Act and the relative cost of benefits 
received on the social security system, and a lot of it is unfavorable. 

Mr. ScuHoens. Would you like me to comment on that ? 

Senator Coorer. Without beating around the bush, I will come to 
my point. 

I ask the flat question, and I want you to answer it now if you can, 
and if not, put a statement in the record, showing all of the steps 
that the representatives of railway employees have taken to make it 
clear to the employees, first, that there is a deficit now which will 
have to be met by an increase in the payroll tax, and secondly, if 
additional benefits are made available by this Congress, that there 
will be an increase in their cost. 

And I would like to know, and I think it would be of value to the 
committee to know, what steps the representatives of railway em- 
ployees have taken to make that point absolutely clear to the railway 
employees. 

I wonder if your mail has reflected a similar misunderstanding? 

Senator Axxorr. I think, generally, I would not say it takes that 
exact form, but it takes the form of which Mr. Schoene talked about, 
that it is hard for them to understand how this $3 billion, if it is 
there, why it is not there for their immediate benefit, without levy- 
ing any additional taxes. And they do not fully understand, I think, 
or at least my mail seems to reflect this, that this is on an insurance 
basis and it has to be actuarially sound, and like any other insurance 
fund, you have to build up reserves to meet the day when you have 
to make payments. 

Mr. Scuoenr. I will be glad, Mr. Chairman, and Senator Allott, 
to compile at least illustrative ex: imples of the material that has been 
distributed to the membership of our organizations. 

Senator Cooper. Thank you. 

(The following was later received for the record :) 


LAW OFFICES, SCHOENE & KRAMER, 


Washington, D. C., May 15, 1957. 
Hon. WAYNE Morse, 


Chairman, Railroad Retirement Subcommittee, 
Committee on Labor and Public Welfare, 
United States Senate, Washington, D. C. 


My Dear Mr. CHAIRMAN: During the course of my testimony before the sub- 
committee, while Senator Cooper was presiding, he reported receipt of a con- 
siderable volume of correspondence from railroad employees indicating that the 
rank and file of railroad employees are unaware of the necessity for providing 
additional financing of the railroad retirement system to keep the system 
financially sound with respect to benefits now payable, and, indeed, seem to 
believe that present financial resources Would support substantial liberalization 
of benefits without additional financing. Accordingly, Senator Cooper inquired 
what steps the standard railway-labor organizations had taken to inform their 
membership of the actual situation. I replied that the standard railway-labor 
organizations had exerted every reasonable effort to keep railroad employees 
informed as to the financial condition of the railroad retirement system and of 
the necessity to provide additional financing for the increase in benefits enacted 
last year and for the support of additional increases in benefits now proposed 
to be enacted. I further stated that I had the impression that certain other 
organizations had disseminated literature calculated to create the belief among 
railroad employees that benefits could be further liberalized without additional 
financing. Senator Cooper requested that I submit for the record a more detailed 
demonstration. 

The most important medium for°mass communication between the standard 
railway-labor organizations and railroad employees throughout the country is the 
newspaper Labor. This newspaper is published weekly by the organizations 
and has a circulation of over 1 million—approximately equal to the total 
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volume of railroad employment. It, more than any other source, is looked to by 
railroad employees for information of interest to them. 

A complete catalog of the information contained in Labor on the subject 
under discussion since the beginning of 1956 would be far too voluminous to 
warrant inclusion in the record. I shall, however, cite some illustrative examples. 

When the legislative proposals presented by the railway-labor organizations 
to the last session of Congress were introduced, the February 11, 1956, issue of 
Labor explained the entire program in detail, including the proposals with re- 
spect to financing, and stated: “Some method of bridging this extra expense had 
to be devised to maintain the soundness of the railroad retirement fund be- 
cause, actuarially, even the present payroll tax falls short of meeting existing 
benefits on a long-term, level-cost basis.” 

When hearings on those proposals began, the March 10, 1956, issue of Labor 
earried a summary of my testimony before the House Committee on Interstate 
and Foreign Commerce, including the explanation of the financial provisions 
and the necessity therefor. It also stated: “Schoene warned against ‘pie-in-the- 
sky’ pension bills that come before Congress. These are distinguished by the 
fact that they always provide benefits without any method to finance them, he 
said. By contrast, H. R. 9065, the Harris bill, and measures identical to it 
‘recognize the necessity of providing revenue.’ ” 

On March 31, 1956, an editorial in Labor again discussed the entire program. 

When, near the end of the session, it developed that action could not be taken 
upon the entire program, and interim action was taken, the situation as it then 
stood was fully reported in the July 28, 1956, issue of Labor. A subheadline 
read: “10-Percent Hike for Most Voted; Will Seek Added Boost; Also Plan to 
Finance Cost.” In addition to the full explanation of the then existing situation, 
this article quoted, practically in its entirety, the letter written at that time 
by Chairman Leighy of the Railway Labor Executives’ Association to this sub- 
committee and reproduced in the committee’s report on 8S. 3616. This letter fully 
recognized the actuarial deficiency resulting from the enactment of that bill, 
and assured the committee that the organizations would recommend to this Con- 
gress a new program which would contain adequate financing to take care 
of the interim increase as well as the improvements to be sought this year. 

Pursuant to the intentions expressed in that letter and the assurances there 
given, the program now pending before this committee in 8S. 1313 was developed. 
When the companion bill was introduced in the House, the February 2, 1957, 
issue of Labor carried a full account of the program, including the financial 
provisions, and quoted extensively from Congressman Harris’ comments on the 
bill. Mr. Harris’ quoted comments reviewed the situation as it had been left 
by the interim action last year. The account then states: “Harris pointed 
out that bills to amend the Railroad Retirement Act are constantly being intro- 
duced in Congress, but this committee ‘is unanimously of the opinion that no 
amendments should be made that would jeopardize the financial soundness of 
the retirement system. We have grave responsibilities to the currently active 
railroad workers and to those who will retire in the future,’ he said. ‘We must 
make certain that the railroad retirement fund income and reserves will be 
adequate to pay the benefits due them.’ ” 

A week later the February 9, 1957, issue of Labor again reviewed the pro- 
gram, reported the introduction by Congressman McCarthy of the “tax offset” 
bill and quoted extensively from a statement by Railway Labor Executives’ 
Association on the Harris-Wolverton bill. The quoted statement included the 
following: “ ‘The RLEA is pleased to note that the Harris-Wolverton program 
provides adequate financing to pay for the added benefits, as well as to com- 
pensate for benefits enacted in 1956’ the statement continued. The 1956 benefits 
including the 10 percent increase at that time, were voted by Congress to meet 
immediate needs, but no provision was made at the time for financing the higher 
cost. ‘Our association has always insisted that our system be financially sound,’ 
the statement pointed out. ‘Railroad men are proud of the fact that their 
retirement system has been financed on a basis of equity and prudence.’ ” 

When S. 1313 was introduced the February 23, 1957, issue of Labor again 
reviewed the entire program and its progress and included the following : “Now, 
as always, the representatives of the rail workers take a firm stand that in- 
creased benefits must be balanced, in the long run, by increased income for the 
railroad retirement fund, so the latter will remain financially sound and can 
continue to pay pensions and benefits in the future. In contrast, several rail 
retirement amendment bills which provide no income to match the proposed 
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benefits have been introduced. These ‘pie in the sky’ bills have no chance to 
ass.” 

° When hearings before the House and Senate committees began, the March 16, 
1957, issue of Labor reported the proceedings at length and again pointed out 
that the bill sponsored by the railway labor organizations would provide the 

necessary increased financing, in contrast to other bills proposing to increase 
benefits without providing increased revenue. 

The following week the March 23, 1957, issue of Labor reported the further 
progress of the hearings. Comments of Congressman Harris were reported: 
“Stressing that these measures were the only ones ‘providing adequate financ- 
ing’ to meet benefits called for, Harris said, ‘It seems to me that this is the 
most important legislation referred to this committee as unfinished business in 
the last Congress.’ He described railroad retirement as ‘one of the very best 
systems of its kind in existence today and praised the brotherhoods for their 
past efforts to work out improvements based on keeping the fund financially 
sound. Schoene said he ‘agreed wholeheartedly with the emphasis given the 
legislation by Harris.’ ” 

Each of the Labor articles above cited (except the editorial of March 31, 
1956) occupied a substantial portion of the front page and was heralded by 
banner headlines. 

In addition to the use of Labor as a medium of mass communication each of 
the organizations publishes a magazine, usually monthly through sometimes 
more frequently, for circulation to its membership. Since the beginning of 1956 
these magazines have likewise carried rather constant reports of the entire 
situation, including the financial problems. These reports substantially dupli- 
cate the information contained in the issues of Labor cited above. Only a few 
examples will be cited. 

The April 1957 issue of the Signalman’s Journal reports the progress of the 
current program. It warns against bills proposing to increase benefits without 
increasing revenues and which attempt “to tell rail workers they can get some- 
thing for nothing which just is not true.” It then continues “In contrast, the 
bill backed by rail labor proposes that the tax rate be increased from the 
present 614 percent of earnings to 744 percent of earnings. The maximum tax- 
able monthly pay would be incerased from $350 to $400. Both employees and 
employers would pay the increase. Witnesses appearing before the congres- 
sional committees emphasize that the increase was necessary to insure the 
financial stability of the retirement plan. The rail labor organizations have 
always insisted that this principle be followed when changes are recommended.” 

The Railway Clerk for April 1, 1957, summarized my testimony before this 
subcommittee including the following: 

“These amendments to the railroad retirement tax act will eliminate the 
current actuarial deficit and provide for the financing of the additional benefits 
provided for in the bill. The Railroad Retirement Board’s actuaries estimate 
that under the present law the railroad retirement system is incurrring am 
actuarial deficit of 2.98 percent of payroll. The additional costs resulting from 
the bill are estimated at 2.81 percent of payroll but the additional revenues to 
be derived under the terms of the bill are estimated on a level basis to equal 
5.42 percent of payroll. There is accordingly an excess of additional revenues 
over additional costs in the amount of 2.61 percent of the payroll. This excess 
of additional revenues comes within 0.387 percent of offsetting the estimated 
current deficit. It has generally been considered that if estimated costs and 
estimated revenues come within 1 percent of payroll of balancing the system is 
in financially sound condition.” 

Other examples are to be found in the reproduction in the Railway Car- 
men’s Journal for April 1957 of a speech by Mr. Horace Harper before the con- 
vention of the American Railway Supervisor's Association and in a report of the 
progress of the present program in the Railroad Telegrapher for March 1957. 

Aside from the information disseminated through publications the chief 
executives of the railway labor organiaztions, of course, also receive 
volume of correspondence from the employees they represent inquiring about all 
phases of the railroad retirement system. In the handling of this correspond- 
ence the organizations likewise have made a continuous effort to explain the 
facts concerning the railroad retirement system and its financing. 

It will be recalled that I also stated that I had the impression that cert 
other organizations had been disseminating literature calculated to ¢e 
ployees to believe that benefits could be liberalized without incre 
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This literature does not come to me as a matter of course and I have not under- 
taken any extensive search to discover it. I have, however, observed from time 
to time for some years the rather extensive circulation of an item called Rail 
Pension News by the so-called National Railroad Pension Forum operated by 
one Tom Stack and of the Railroad Pension Review published by the Railroad 
Employees National Pension Association operated by one James L. Cosgrove. 
I have before me the Rail Pension News for October-November-December 1956 
and the Railroad Pension Review for March 1957, each of which advocates legis- 
lative programs for the substantial liberalization of railroad retirement benefits 
and makes no suggestion that increased financing would be required to support 
such benefits. I also have the Rail Pension News for January-February-March 
1957 which contains, among others, the following comment with respect to H. R. 
4353 (S. 1313): “First, the union proposal would increase the tax rate from 6%4 
to 7144 percent, and raise the maximum earning’s base from $350 to $400 per 
month. Your forum is opposed, since 1947, to any increase in the tax rate or 
base.” 

I believe it is a fair conclusion that the mistaken impression some railroad 
workers have concerning the financial situation of the railroad retirement sys- 
tem stems from the activities of people like Stack and Cosgrove and that the 
railway labor organizations have done their best to counteract such misinforma- 
tion. 

A number of times during the hearings before the subcommittee the question 
was raised as to whether the railroad industry and the Congress had any reason 
last year to expect that the legislative proposals to be sponsored by the railway 
labor organizations this year would include liberalization of benefits as well as 
provisions for financing the henefit increases of last year. These questions per- 
tained both to whether the carriers may have made their wage and working 
conditions settlements which began November 1, 1956, in the expectation that 
their total labor cost would not be increased to finance additional retirement 
benefits and to whether Congress may have believed when it took the interim 
action of last year that this was a complete disposition of the benefit phase. 

When I was questioned with respect to this matter I did not have docu- 
mentary evidence before me and replied rather cautiously that I thought it was 
certainly implicit in the situation as it stood at the time of the interim action 
that the program this year would include additional benefit proposals as well as 
proposals relating to financing. I should have been much more positive in my 
response. The July 28, 1956, issue of Labor to which I have already referred, and 
which reported the interim action of the last Congress, contained the heading, 
above the subheading I have quoted above, “Unions Map Fight for More at Next 
Session.” The body of the article unequivocally annonunces the intention to 
seek additional benefits as well as to provide the necessary total financing. 

Furthermore, the letter of July 20, 1956, from Chairman Leighty of the Rail- 
way Labor Executives’ Association to this subcommittee, which is reproduced in 
the committee report on S. 3616, leaves no room for doubt on this score. It not 
only repeatedly refers to the last year’s increase as an “interim increase” which 
“will temporarily ease their burden” but makes the following explicit statement : 
“We propose at the next session of the Congress to recommend to your com- 
mittee and to the House committee a new program which will contain adequate 
financing that will take care of the proposed 10-percent interim increase as well 
as the improvements to be sought next year.” [Emphasis supplied. ] 

During the last day of the hearings before the subcommittee on S. 1313 infor- 
mation was requested as to the practices in other industries that might be com- 
parable to the provisions of the Railroad Unemployment Insurance Act with 
respect to maternity benefits. Mr. Oliver prepared a supplemental memorandum 
on this subject which I am enclosing herewith. 

Pursuant to the permission granted by the committee to supplement the record 
up to 5 p. m. today, I request that this letter and the accompanying memorandum 
of Mr. Oliver be included in the record. 

Very truly yours, 
LESTER P. SCHOENE. 
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MATERNITY LEAVE PROVISIONS IN UNION AGREEMENTS 
A memorandum by E. L. Oliver 


This memorandum is submitted on behalf of the Railway Labor Executives’ 
Association and the Brotherhood of Locomotive Engineers in response to a 
question of Senator Morse regarding the existence of provisions allowing ma- 
ternity leave with pay or maternity wage loss benefits in union agreements 
outside the railroad industry. 

Maternity leave and wage loss provisions are widely accepted today through- 
out American industry. In some industries with very large proportions of 
women employees, such benefits have been allowed for many years as a part 
of the standard sick-leave program or under group insurance plans. The Ameri- 
can Woolen Co., for example, provided such benefits in its first health and 
welfare plan adopted in 1945. A survey made by the Bureau of Labor Statistics 
in 1949 showed that 114 agreements (out of 678 with sickness and accident 
benefit plans) provided maternity leave or maternity sick benefits to make up 
income loss. Since that time, there has been a rapid extension of such benefits 
in many industries. The steelworkers (who represent women employees in 
offices) provided maternity payments in their 1950 industrywide settlement. 
Similar benefits were later provided in the automobile industry, and the meat- 
packing industry. Acceptance of such provisions has followed in many other 
industries. 

Maternity benefits generally are equal to benefits allowed for other sick time 
off, except in two respects. Most contracts provide a 9-month initial waiting 
period following the employment of any individual. Payments are usually 
restricted to a much shorter period than are benefits for other forms of disability. 
The full-fashioned hosiery agreement (a contract covering employees in 8 
States), for instance, provides a total of 6 weeks’ wage benefits plus 12 days of 
hospitalization for pregnancy, childbirth, or miscarriage, after 9 months’ cover- 
age. This plan was adopted in 1948. Swift & Co. provided paid sick leave in its 
1943 contract, and added 8 weeks of maternity leave beginning in 1949. The 
Namm’s Department Store contract with its employees (independent union) pro- 
vides as follows: 

“Pemales covered by the plan are eligible for maternity benefits provided they 
were employed in the store for at least 12 months prior to pregnancy. Females 
employed and covered by the plan in a store on the date the plan originally 
went into effect in that store, are immediately eligible for maternity benefits. To 
receive maternity benefits a female must provide adequate proof of the pregnancy 
to the security plan office. 

“The maternity benefits are as follows: 

“(a) Weekly benefits for 6 weeks of 60 percent of your average weekly earn- 
ings as previously described in ‘sick benefits.’ ” 

No general survey has been made of the prevalence of maternity leave pro- 
visions since the study of the Bureau of Labor Statistics of 1949 (referred to 
above). A sampling of the contracts of a number of industrial companies shows 
that many now provide maternity payments. Among some of the larger such 
companies or industries, are the following: 


‘UU. S. Department of Labor, Bureau of Labor Statistics, Monthly Labor Review, June 
1950, Sickness and Accident Benefits in Union Agreements, 1949. 
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Company 








American Woolen Co Saute: 
Northern Cotton Textile Association __--- 
Eastern Massachusetts Street Railway-- 
Bethlehem Steel Co__ 
Jones & Laughlin Steel Co___- 
McQuay Norris Manufacturing Co-.- 
Full-fashioned hosiery industry 
Namms, Inc., Department Stores 
Philadelphia upholsterers, furniture 
turers. 
pom on, ES 
Colt’s Manufacturing Co 
American Sugar Refining Co_- 
National Biscuit Co- 
Luggage and leather goods’ industry 
Upholstering and allied trades industry 
Distillery industry 
Furniture industry 
General Foods Corp 
Detroit Edison Co 
Texas Co 
Retail Drug Industry 
City. 
Armour... 


manufac- 


Association, New York 


Campbell Soup Co- - 
Swift & Co 

Socony Vacuum Oil 
Armstrong Cork Co- 
Cone Mills Corp. --- 
American Seating Co., 
Botany Mills-- 


Grand Rapids, Mich 


Robert Gair Co___- 
International Paper Co 
West Virginia Pulp & Paper Co. 
Chicago Lithographers. -.__- 
Dow Chemical Co-- 
American Viscose Corp-- 
B. F. Goodrich 
Firestone Tire & Rubber Co---- 
United States Rubber Co- 
Florsheim Shoe Co. (division 
Shoe Corp.). 
Massachusetts leather manufacturers 
Minnesota Mining & Manufacturing Co 
Owens Illinois Glass Co 
Pittsburgh Plate Glass Co-- 
Weirton Steel oe. 
United States Steel___- 
American Can Co__- 
Continental Can Co_- : 
American Radiator & Standard Sanitary Corp 
Deere & Co__- ie 
Caterpillar Tractor _- 
Ford Motor Co ; 
General Motors Corp 
North American Aviation 
Pullman Standard Car Manufacturing Co-_- 
Sperry Gyroscope Co-- 


of International 


Johnson & Johnson__-_-_-- ; 

Hotel Association of New York. 

Restaurant Industry, New York 

Jewelry Industry, New York_- 

Kennecott Copper Co., (western division) 

Trucking industry (Central States, Southeastern 
States, Southwestern States). 

National automobile transporters 

Pennsylvania Power & Light Co 

Prudential Life Insurance Co 


NOTE. 
plan are paid for that period. 





Union 


Textile workers ___- 
do 
Street railway employees 
Steel workers 
do . 
Machinists_- 
Hosiery workers 
Independent union 
AFL upholsterers 


Mine Workers, District No. 50 

Auto workers 

Longshoremen’s Association 

Bakery and confectionery workers 

Handbag workers 

Upholsterers 

Distillery workers__- 

Furniture workers__- 

Various unions 

Utility workers 

Oil Workers International 

Retail, Wholesale and Department 
Store Workers, CIO. 

Meat Cutters, AFL 
house Workers, CIO. 

Packinghouse workers-__- 

Puts 

Oil Workers International__- 

Rubber workers_. 

Textile workers_ -- 

Automobile workers 

Textile workers - _. 


and Packing- 


Papermakers.._- 
| ae 
Lithographers _- 
Mine Worke District No. 
Textile workers- -- 
Rubber workers__- 

do 
do ; 
Shoe workers_... 






50 


Fur and leather workers 
Gas, coke and chemical workers... 
Glass bottle blowers. 
Glass and ceramic workers 
Independent Steelworkers Union 
Steelworkers 
..do 
do 
Standard Allied Trades 
Automobile workers 
a 
do 
do 
do 
Steelworkers 
International Union Electrical Work- 
ers. 
Textile workers 
Hotel Trades Council 
Hotel and restaurant employees 
Jewelry workers 
Various unions. 
Teamsters 


do 
Independent union 
Insurance agents union 


| 
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Weeks of 
leave or 
benefits 


6 weeks. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do, 
Do. 


Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Sick leave. 
Do. 
Do. 
6 weeks. 


Do. 


4 weeks. 


| Sick leave 


Do. 
6 weeks. 
Do. 
Do. 
$90 for wage 
loss. 
6 weeks. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 


Do 

Do 

Do. 
Do 

Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do 

Do. 
Do. 
Do. 
Do. 
Do. 


Do. 
Do. 
Do. 
Do. 
Do. 
Do. 


Do. 
Sick leave. 
Do. 


Those shown above as 6 weeks usually provide that standard benefits under a group insurance 
Such benefits most frequently equal 50 or 60 percent of normal weekly pay. 


Those shown as “‘sick leave” vary in effect, but usually indicate that maternity is accepted as a valid ex 


cusable sickness for which pay is continued. 


Source: U. 8. Department of Labor, Bureau of Labor Statistics, Digest of One-Hundred Selected Health 


and Insurance 
Welfare Plans, 1950; various union agreements. 


*lans Under Collective Bargaining 1954, Bureau of National Affairs, Negotiated Health and 
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Senator Atiorr. While we have this interruption here, I might say 
this: 

I notice in one of the letters from the Railroad Executives Asso- 
ciation, which came in after the committee had met, I believe, or at 
least after we had agreed to it last year, there is a reference to fur- 
ther benefits which we might expect, or something of that sort. But 
in the President’s statement—and I belabor this matter because I was 
one of those who represented to the President that we had a firm 
understanding about financing this matter last year—he said this: 

Representatives of railroad labor organizations also have given firm assurances 
that they will propose at the opening of the next Congress program to assure 


adequate financing of the railroad retirement system. It is imperative that 
satisfactory legislation for this purpose be proposed and enacted. 


And then he goes on to say failure to take this action, and so forth. 
This record is all in there, but I point out, again, that the matter of 
the expansion was not included in it at that time. And I say again 
that if I had known that this expansion thing was facing us, and as 
far as my own vote, my own point of view, I would have insisted that 
the whole job be done at that time, even though it was at the tail end 
of the last session of Congress. 

Senator Coorer. Any questions, Mr. Bernstein ? 

Mr. Bernsretn. I do not know whether Mr. Oliver or Mr. Schoene 
would prefer to address himself to some of the issues raised this morn- 
ing. However, the carriers propose the elimination of 12 (q), the 
authority—in fact, the obligation—of the Railroad Retirement Board 
to consider the improvemnet of safety and prevention of accidents as 
part of the Board’s obligation. 

The carriers propose that be eliminated. 

And, further, there is the carrier proposal in S. 1630 and S. 1651 
to remove maternity benefits from the sickness-benefit provisions of 
the law. I wonder, to make the record complete, if you would in this 
session address yourself to those proposals ? 

Mr. Scuoenr. I think, perhaps, Mr. Bernstein, that I had better an- 
swer those questions, since Mr. Oliver was not here this morning when 
the carrier testimony was given. 

Mr. Bernstern. Whatever you want to do. 

Mr. Scuorene. I intended, in the course of the presentation that I 
expect to make, to address myself to that. 

Coming, first, to the proposal to eliminate section 12 (q), I think 
there has been some misunderstanding as to the scope and purpose of 
that section in the Railroad Unemployment Insurance Act, and I 
notice that particularly in your reference to safety, because I think the 
impression was created this morning that this represented some divi- 
sion of responsibility between the Railroad Retirement Board and 
the Interstate Commerce Commission with respect to the safety of 
railroad operations. 

Now, I am not too familiar with the safety regulations of the Inter- 
state Commerce Commission, although I have some general knowledge 
of it. 

Now, as I understand it, that Commission is charged with general 
responsibility, or certain defined responsibility, at least, with respect 
to the safety of railroad equipment and the safety of railroad methods 
of operation. 
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I think it is in many respects incomplete, and we would certainly 

favor its being made more complete in the areas in which it is 
not sufficiently complete. 
_ I believe that there are pending before Congress now certain bills 
in that direction; one, I believe, relating to expanding the authority 
of the Commission with respect to our brake equipment, and another 
with respect to the operation of track motorcars. 

It has never been our thought that that responsibility of the Com- 
mission should in any way be diminished or divided. 

Section 12 (q) of the Railroad Unemployment Insurance Act, how- 
ever, which was enacted as part of the program for providing benefits 
for unemployment due to sickness, addresses itself to the whole broad 
question as to the causes of all sorts of disabilities and sickness for 
which benefits are paid. 

The word “accident” appears, but it is in conjunction with the broad 
term “disabilities” and related matters and benefits with respect 
thereto. 

In relation to the benefit for unemployment due to sickness or dis- 
ability, it corresponds in purpose to the function of the Board in 
operating employment services to seek placement of employees unem- 

loyed on account of lack of work. In other words, together with a 
benefit program in both respects, as to sickness and as to unemploy- 
ment due to lack of work, the thought is that the Board should be 
concerned not only with the payment of benefits, but with exploring 
the causes of the disabilities, and possible ways of reducing and 
eliminating them so as to diminish the costs. 

In other words, to have a curative program as well as a benefit- 
payment program. And I think, in that respect, it is fully warranted ; 
it does not overlap or divide responsibility with the Interstate Com- 
merce Commission. 

Now, with respect to the suggested elimination of maternity 
benefits, at the time the present provisions were adopted in 1946 for 
the payment of sickness benefits, or the benefits for unemployment due 
to sickness, the carriers made exactly the same objections to the special 
treatment of maternity illness that they are advancing today. 

There were several reasons for giving special attention to maternity 
illness at that time, and, so far as I have been able to observe, the valid- 
ity of those reasons has in no way been impaired by anything that has 
occurred since 1946. 

We have now had some 11 years of experience in the operation of 
those benefits. The major reasons for giving particular attention, or 
specialized treatment, to maternity illness were these: That, in the 
first place, if the effort were made to exclude illnesses due to maternity, 
as the carriers are now proposing to do—they propose not only the 
elimination of the special treatment of maternity benefits, but the ex- 
clusion of any benefits for sickness occurring during maternity unless 
there is a showing that the illness is not related to maternity. Well, 
that means, in the first place, that, whenever any female employee be- 
comes sick, the Board, first af all, has to inquire whether she is preg- 
nant, which is an inquiry that we could consider inappropriate and 
useless. 

In the second place, it would require an ascertainment of a fact that 
it almost impossible to ascertain once pregnancy is established ; namely, 





AMENDING THE RAILROAD RETIREMENT ACT OF 1937 415 


whether the particular illness is due to the pregnancy, or would have 
occurred independently of pregnancy. 

But there was an additional reason for giving special attention to 
illnesses due to pregnancy, and that is a sociological one, and it is one 
which I think we can be proud of, and which I w vould like to see copied 
more generally, and that is this, that when a woman employee, a mar- 
ried woman, is under the necessity of holding a job, it is a reasonable 
assumption that the economic condition of the family is not too good. 

It is a recognized medical fact that expectant mothers should get 
off the job a reasonable period prior to the time of the expected birth 
of the child. If they are under the economic necessity of keeping on 
working up to the point where the pregnancy becomes actually dis- 
abling, there is danger of permanent impairment of the health of the 
expectant mother and of the expected child. 

It was with those humane considerations in mind that Congress, in 
1946, felt that pregnancy illnesses should be given this particular 
treatment that affords an inducement for the expectant mother to get 
off the job a reasonable period before the expected birth, and to stay ‘off 
the job for a reasonable period after the actual birth, in order to pro- 
vide a measure of health protection. 

And I know of nothing that has happened in the last 11 years that 
would change the validity of the judgments that were then made. 

Mr. Bernstern. Do you care to comment on the argument that this 
is some departure from the principle of equal pay for equal work ? 

Mr. Scuoene. I do not think it is any departure from principle. I 
notice that Senator Morse asked the question this morning, whether 
it might be based upon there being some lesser pay for women than 
for men. That does not play any part in it. 

I think Mr. Calhoun correctly answered that the job rates are fixed 
by collective bargaining and are not dependent upon the sex of the 
occupant of the particular job. 

This is, however, not, to my mind, any violation of the principle of 
equal pay for equal work. It is merely a recognition of physical con- 
ditions that affect one sex and do not affect the other. 

Senator Atiorr. I have one other thing. What are you going to 
cover, Mr. Schoene ¢ 

Mr. Scuoenr. I am going to cover, primarily, the railroad associa- 
tion proposal as contained in S. 1630; that is, the proposed amend- 
ments to the Railroad Unemployment Insurance. 

Senator Attorr. All right. 1 will just make this one remark be- 
fore you start, and it is with respect to 12 (a). It is just simply this, 
that the power given to the Board under 12 (q) is an unlimited power, 
and they could proceed with that—I won’t read it again, but the 
language is in this testimony today, at least once, of the power of the 
Board actually to go even beyond the things that the ICC does. There 
is absolutely no limitation now, that the Board would have to stop 
anywhere in setting up its own safety functions and investigations? 

Mr. Scuornr. With this difference, Senator. The ICC power is 
largely a regulatory power; 12 (q) embodies no regulatory power at 
all; itis purely a power to study. 

Senator Atiorr. Well, that power to study could include the em- 
ployment of a staff of a thousand people. 

Mr. Scnorener. There is nothing in the law to prevent it, Senator. 
It has been on the books for 11 years, and it has not happened. 
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Senator Atxorr. Well, I agree with the remarks of the chairman 
this morning. I think that these proposals tend, to the extent that you 
have dual authority, to take away from the people who are primarily 
responsible the primary initiative for getting the job done. To that 
extent, I agree with what Senator Morse had to say this morning 
about it. 

Mr. Scuoene. Shall I proceed, Mr. Chairman? 

Senator Cooper. Yes. You may proceed. 

Mr. Scuoene. Before I get into the main subject that I wish to 
discuss, which I already identified as being the Association of Ameri- 
can Railroads proposal as contained in S. 1630 for the amendment of 
the Railroad Unemployment Insurance Act, I would like to clarify 
one item to which I testified at my previous appearance before the 
committee. 

I was asked the question as to the exact relationship in our minds 
between the proposals contained in S. 1313 and the income tax exclu- 
sion of railroad retirement taxes as contained in H. R. 5551. I re- 
plied that that was a unitary program and that the proposal to enact 
g 1313 was contingent upon also getting favorable action on H. R. 
5551. 

I think some elaboration and clarification of that answer is appro- 
priate in two respects. In the first place, of course, the proposals to 
amend the Railroad Unemployment Insurance Act, as contained in 
S. 1313, are in no way affected by H. R. 5551. 

In the second place, I did not mean to imply by my answer that there 
was any disposition on the part of the Railway Labor Executive 
Association in any way to renege from the commitments made last 
year, to which Senator Allott has referred a number of times, to 
sponsor legislation to cure the actuarial deficit resulting from the 
increase in benefits last year. 

What I had in mind, however, was that that problem would have 
to be approached, perhaps somewhat differently from the overall pro- 
posal contained in 8S. 1313 if favorable action is not taken on H. R. 
5551. 

In other words, we would have to reconsider whether we would 
possibly increase the railroad retirement tax as much as 1 percent, or 
114 percent, on each side and sponsor these improved benefits if that 
tax relief program is not also enacted. 

But I want to make it perfectly clear that we stand by the com- 
mitment we made last year, and that so far as unemployment insurance 
is concerned, the proposals in S. 1313 are not contingent upon H. R. 
5551, 

Now, in my previous testimony I explored, I think, in some detail 
and rather fully the reasons for the enactment of S. 1313, and I do. 
not propose at this time to elaborate upon that testimony. However, 
at that time the carrier witnesses had not yet testified concerning 
their proposal, which has since been introduced as S. 1630 for the 
rather drastic revision of the Railroad Unemployment Insurance 
Act. 

The bill itself had not yet been introduced, so I was unable to ad- 
dress myself to those proposals. 

Now, with respect to that subject, I would like to make a general 
preliminary observation. 





AMENDING THE RAILROAD RETIREMENT ACT OF 1937 417 


I think it is elementary that the proponents of any measure, par- 
ticularly a measure drastically to revise a system that has been on the 
books for nearly 20 years, carry a burden of proof or showing that 
in the actual experience with the operation of that system drastic 

revisions are called for. 

Now, I find upon examination of the hearings back in 1938, when the 
original Railroad Unemployment Insurance Act was being considered, 
that a good many of the bases now advanced for this drastic revision 
were advanced by the carriers at that time. 

Some of them, of course, relate to features of the system that came 
in by later amendments, but as those amendments came up the same 
arguments were adv: anced that are now being advanced. 

At those times, of course, only theory and conjecture was available 
to determine how proposals then before C ongress would operate. That 
is not the situation now. We have had 20 years, almost 20 years, of 
experience with the basic system, and some 10 years or more of ex- 
perience with the other systems. 

Now the carriers have not undertaken to place before this commit- 
tee specific, concrete evidence of any malfunctioning of the system. 
Instead they offer the same theoretical arguments and ¢ onjecture that 
they advanced 10 and 20 years ago, and which did not find favor with 
Congress at that time, and they are now being renewed with only the 
same theoretical and conjectural arguments. 

One of the drastic provisions that the carriers s proposed is what they 

all the elimination of the so-called 6-month lag between the end of 
the base year and the beginning of the benefit year. 

Now, they do not point to any actual experience with hardships or 
inequities resulting from that. They propose, however, a most drastic 
revision in the whole approach. They would substitute an individual 
base year for each individual employee, and an individual benefit for 
each individual employee, the dimensions of which cannot even be 
ascertained until an individual becomes unemployed and applies for 
benefits. 

Now, the administration of the Railroad Unemployment Insurance 
Act is closely integrated with the administration of the Railroad 
Retirement Act. The basic information on which plans for unemploy- 
ment insurance are adjudicated is the same information that the Board 
is required to compile and maintain for purposes of administering 
the Railroad Retirement Act. 

That is the major reason for the fixed base years consisting of the 
calendar years. During the 6 months’ interval between the close of 
the base year and the beginning of the benefit year, the Railroad 
Retirement Board is enabled to receive a wage and sisniates report 
with respect to each individual, to process it, have it readily avail- 
able on its own records, the base year history ‘of each individual em- 
ployee, and also to get into the hands of the individual employee 
the information appearing of record on the Board’s records, so he 
has before him the information so he can determine his eligibility 
and the measure of benefits. 

The duration of 6 months between the end of the base year and the 
beginning of the benefit year is purely a matter of administrative 
requirement. 

‘he Board keeps telling us that they cannot process that informa- 
tion in any less time. We have repeatedly inquired as to the possi- 
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bility of beginning the benefit year, say, February 1 or March 1, but 
they tell us that they simply cannot “get it processed and handled 
within that time. 

Now, under the carriers’ proposal, however, when a man becomes 
unemployed, the Board would not have on its records the items of 
information that would be required to adjudicate unemployment 
insurance claims. 

They would first have to ascertain when the application comes in 
what the base year is, what the benefit year is, for the individual 
employee. Then they would have to begin to make inquiry to ascer- 
tain what was the last daily basic rate paid within the base year, 
minus withholding taxes and railroad retirement taxes. They would 
have to find out whether the employee earned 87 times the daily basic 
rate within that base year. 

They would have to find out whether those earnings were earned 
in at least 6 different months in the base year, whether 2 of those 
months were within the last half of the base year. 

And then they would have to find out whether the employee quit 
his employment without good cause, whether he was discharged. 

They would have to adjudicate his eligibility for railroad retire- 
ment and social security benefits because the carriers propose to dis- 
qualify them—and all of those things would have to be ascertained 
between the time the individual becomes unemployed and his first 
claim for benefits is received, and before any benefit payments could 
be made. 

Under the present system, however, the employee registers when he 
is unemployed. At the close of his registration his claim comes in and 
his first benefit check goes out within a few days of the receipt of his 
first claim for benefits. 

That is very important, because when a man becom. s unemployed 
if these benefits are not paid promptly, a large part of the purpose af 
making the payment is lost. I can readily visualize a delay of 
months or more in the adjudication of the first benefit claim under the 
proposal made here by the carriers 

The carriers’ proposal would also drastic ‘ally restrict the conditions 
for qualification. As a matter of fact, they made that same proposal 
or similar proposals i in 1938, 

Originally, in 1938, the only qualification for eligiblity for unem- 
ployment benefits was, he earn $150 in the base year. Now, as wage 

rates and earnings opportunities have incre “ased over the years Con- 
gress has, at our “suggestion, increased that qualification a number of 
times, and it has been raised heretofore to $400, and we are propos- 
ing in S. 1318 to raise it to $500, which will more than triple the quali- 
fication that was initi: uly enacted. 

However, the carriers’ proposal would so drastically restrict the 
possibility of qualification that many of the most needy of the rail- 
road employees would be disqualified for benefits. 

In the first place, insofar as the earnings amount is concerned, the 
proposal that 87 times the basic rate of. pay be earned amounts to 
virtually a minimum qualification of $1,300 in earnings in the base 
year. 

It is further suggested that the employment must be in each i 
months, 2 of which must be within the last half of the base yea 
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The carriers in support of their proposal have given you some figures 
as to how many people who draw unemployment benefits were em- 
ployed in less than 6 months in the base year, but then they blandly 
assert without any proof at all that those unemployment beneficiaries 
are not people who are unemployed during the six months of the 
base year, but they assert they are people who have gone to other 
jobs. 

That assertion is not only untrue, it is unproved. We have in a 
number of pavape sens, particularly in the northern region, a great 
deal of seasonality, where people work year after year in the in- 
dustry and are attached to the industry but they normally work only 
about 6 months because of seasonal conditions, and when the season is 
short they may be employed for less than 6 months. They live in 
areas where other work opportunities are not readily available and 
many of them are unemployed during the balance of the year. 

Some idea of the extent to which that is true may be gained by an 
examination of the statistics as to one of the groups particularly af- 
fected by this seasonality, and these are the maintenance-of-way em- 
ployees especially in the northern region. 

The annual report of the Railroad Retirement Board in 1956 has 
just recently become available and at page 139 of that report appears 
a table showing the number of unemployed insurance beneficiaries by 
months from July 1955 to June 1956, broken down by major categories 
of jobs. 

It appears that in the group, including the maintenance-of-way em- 
ployees, other than the skilled craftsmen, the number of beneficiaries 
was rather consistently around 9,000 per month during July, August, 
and September of 1955, and then it rose sharply to 11,500 in October 
and continued to rise monthly until it reached the peak in January, 
when a gradual decline began, but it was still nearly 16,000 in April 
and it was not until May that it again fell to a level comparable to 
that that had prevailed in the months July through September. 

These people would not have been drawing unemployment insur- 
ance if they had simply switched to other jobs. They had to be un- 
employed in order to be getting those benefits, so that it is perfectly 
clear from those figures that there is a period of 7 months during 
which abnormally large numbers of employees in that class were un- 
employed. 

With respect to unemployment due to sickness, the railroads pro- 
pose to make applicable all the conditions of eligibility that would 
apply to unemployment due to other causes, including particularly 
availability for railroad work. 

Now, when a man is sick he, of course, is not available for any work, 
and whether he would be available if he were not sick seems to me a 
rather speculative and conjectural matter, and it is just actually of no 
relevance. 

If the individual is qualified he means that he has had his previous 
employment in the base year in the industry, the appropriate tax was 
paid with respect to his earnings, and it was paid for his protection, 
should he become ill during the ensuing benefit vear. 

It seems to me that the proposal to deprive him of this benefit on 
the basis of speculation as to whether he would be available for rail- 
road work if he were not sick introduces discriminatory and irrelevant 
disqualification. 
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I have already dealt in response to Mr. Bernstein’s questions with 
the proposal to eliminate maternity benefits, and Mr. Oliver has com- 
mented upon the degree to which the carriers are running contrary to 
the whole trend of American industry and of the railroad industry 
itself in their proposal to have the employees share the cost of sick- 
ness insurance. 

In the railroad industry itself we had our first nationally negotiated 
health-and-welfare plan in August of 1954 on a contributory basis ap- 
plicable to employees only. By February of 1956 it had become on 
a noncontributory basis as far as employees were concerned, and be- 
ginning in November, the entire program had been converted to a non- 
contributory basis for employees and dependents, both. 

With respect to disqualifications : 

The railroads are again renewing some of their proposals of 1938. 
I will address myself first to the proposal to change the present limited 
nature of the strike disqualification. 

Senator Morse suggested this morning that he had some recollection 
of our being in the backer ound of the provisions of the Railway Labor 
Act. That recollection is entirely correct. I have examined the legisla- 
tive history of the 1938 proposals, and the matter does not appear very 
clearly of record, but there was a great deal of discussion about it and 
the carriers at that time registered their opposition to the nature of 
the disqualification and the employees registered their support, but 
I have a very distinct recollection of what was said at that time. 

It was taken into account that under the Railway Labor Act, to 
which the railroad employees had voluntarily agreed in 1926 in the 
public interest, there was every effort made “through statutory pro- 
ceedings to bring about the amicable adjustment of disputes and to 
avoid strikes. 

Necessarily, the following of that procedure meant delays in the 
handling of ‘disputes, long deferment of any opportunity to exercise 
the economic strength of collective bargaining, and essentially a gen- 
eral weakening of the economic position of the employees. 

It was very "definitely the conviction of the employees that having 
made that concession in the public interest, they were entitled not to 
be disqualified for unemployment insurance if they were eventually 
driven to a strike at the end of those protracted proceedings. 

A further consideration was this: That by drawing a sharp distinc- 
tion between legal strikes coming within the framework of the Rail- 
way Labor Act and within the constitutions of the respective organiza- 
tions on the one hand, and wildcat strikes on the other, the purposes 
of the Railway Labor Act would be reenforced rather than impaired. 

It was all very well for the leaders of these organizations to follow 
out the procedures of the Railway Labor Act. They agreed to them, 
and they make every effort to follow them. Sometimes the rank and 
file gets impatient and I have known of a number of occasions in which 
that has occur red, and contrarily to the provisions of the union con- 
stitutions and bylaws people just walk off the job. 

Now, making a distinction between that kind of an occurrence and 
a formal legal strike called in accordance with the Railw ay Labor Act 
and the constitutions and bylaws of the organizations, strengthens 
and reinforces the procedures of the Railway Labor Act. 

The railroad witnesses have drawn you pictures of what may hap- 
pen on the assumption that the procedures of the Railway Labor Act 
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are all followed through and the carriers are making every effort to 
adjust the dispute, and it winds up before the emergency board. The 
carrier accepts the emergency board report and then the organizations 
reject it and go out on strike. Well, that is a highly imaginative 
picture. 

Since the enactment of the Railway Labor Act there has been only 
one strike in the railroad industry that was both of substantial geo- 
graphic extent and of substantial duration. That was the strike on 
the Louisville & Nashville Railroad system in 1955. That extended 
over 13 States, and it lasted for 58 days, and I think it is revealing with 
respect to this provision and its operation to examine exactly what 
occurred in that case. 

The organizations of nonoperating employees served proposals on 
the railroads in May 1953, seeking improved vacations, paid holidays, 
premium pay for Sunday work, and a comprehensive health and wel- 
fare program for employees and their dependents to be provided by the 
carriers, “and free transportation for employees and their families, 

When it appeared no settlement could be obtained on the individual 

railroads, national conferences were requested and the carriers set up 
regional carriers’ conference committees to negotiate with the em- 
ployees’ national conference committees. 

However, by October 20, 1953, it had been impossible for the em- 
ployees to get conferences on a national basis; in other words, from 
May to October they were seeking conference and were unable to ob- 
tain them. 

At that date they invoked the services of the National Mediation 
Board. The Mediation Board arranged a conference for November 3, 
1953. When those conferences conv ened, the carrier representatives 
immediately took the position that they would not negotiate on the 
subject of health and welfare or on the subject of free transportation. 

When the employees insisted on negotiating on the entire subject 
matter of the proposals, the carriers collectively brought a declara- 
tory judgment suit against the organizations collectively, seeking a 
determination that they were not required to bargain on the subject 
of health and welfare or free transportation. That suit was dismissed 
by the district court as presenting a nonjudiciable controversy, and 
negotiations and conferences proceeded and they continued pending 
appeal to the Circuit Court of Appeals of the Seventh Circuit. 

Eventually, in December 1953, December 28, the President appointed 
an emergency board to hear the dispute. Mind you, this was a dispute 
or iginating with proposals served in May. 

The emergency board began its hearings on January 19, 1954, and 
continued those hearings until April 3 of that year, and finally made 
its report and recommendations on May 15, 1954, just 1 week short 
of a year from the time that the proposals had originally been served. 

The recommendations were disappointing to the unions, particu- 
larly in that they recommended a contributory health and welfare 
plan applicable only to employees. Nevertheless, the organizations 
sat down with the carrier conferees and negotiated an agreement to 
put those recommendations of the emergency board into effect. That 
agreement was reached with the carrier conferees on August 21, 1954. 

“Tn this period, the Louisville & Nashville Railroad hi ad a personal 
representative of its railroad on the Southeastern Carriers Confer- 
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ence Committee that was carrying on the conferences preceding the 
emergency board, participated in the proceedings before the emer- 
gency board, participated i in the conferences following the emergency 
board’s recommendation. 

However, on about August 10, 1954, when it appeared that an agree- 
ment was going to be reached with the carrier conferees, that rail- 
road and its affiliate, together with a number of other southeastern 
carriers, Withdraw their authority from the Southeastern Conference 
Committee and were not a party to the settlement of August 21, 1954. 

After that, the Meditation Board again renewed its efforts to com- 
pose the differences between those withdrawi ing railroads and the em- 
ployee organizations. It succeeded in doing so with respect to all of 
the withdrawing roads except the Louisville & Nashville, and its 
affiliate. 

Negotiations, nevertheless, continued with that group until March 
of 1955, nearly 2 years after the original proposals had been served 
and over 6 months after the matter had been settled by national agree- 
ment with all the other railroads. 

In March 1955, the Louisville & Nashville put in, unilaterally and 
without negotiation, a health and welfare plan of its own, and that 
left the organizations no alternative but to strike. 

Through the period May 1954, when the emergency board report 
was made, until the strike occurred in March 1! 955, there was con- 
stantly available to the Louisville & Nashville Railroad system the 
settlement that had been accepted throughout the rest of the industry, 
and which was in accordance with the recommendation of the emer- 
gency board. 

Now, after the successful strike of 58 days, the organizations, never- 
theless, agreed to submit the dispute to arbitration, and they settled 
the strike on the basis of an arbitration award that was made after 
conducting a 58-day successful strike. 

In that year there were, nevertheless, only 18,000 out of a total of 
some 305,900 unemployed insured beneficiaries whose unemployment 
was due to the strike. 

I am informed that the unemployment benefits paid during that 
period to participants in the strike account for over half of all the 
unemployment benefits paid to participants of a strike during the last 
10 years. 

In the year 1955-56, which is covered by the last report of the Rail- 
road Retirement Board, it appears that there were only 300 benefici- 
aries whose unemployment was due to participation in a strike. 

Senator Coorrr. Have you any figures on the amount paid as the 
result of the strike? 

Mr. Scuoene. I can supply that, Senator. I was looking—TI just 

wanted to see whether it was shown at the same point in the report, and 
it is not, for the year 1955, nor for 1956. It is undoubtedly in the 
report somewhere, ‘but I will be glad to furnish that. 

(Mr. Schoene subsequently submitted the following :) 

I am informed by the Director of Research of the Railroad Retirement Board 
that their last estimate as to the amount of such benefits is $63,000. 

Another disqualification that the carriers propose is that relating to 
a voluntary leaving of employment. Now, the Railroad Unemploy- 
ment Insurance Act is substantially comparable to the various State 
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laws in that respect, in that an employee voluntarily leaving is dis- 
qualified for a period of 30 days. 

Senator Attorr. Before you get into that, I would like to ask a 
question. 

As I construe your statement and as I gather from what you have 
been talking about, your argument is that the employers bear the cost 
because of certain rights which have been given up now in the Taft- 
Hartley Act. You have a provision for a 60-day notice, cooling-off 
period, in certain circumstances and further extensions under certain 
circumstances, and that does not provide that the employers pay for it. 

Mr. Scnoenr. No, Senator, I think it does not. The restrictions 
contained in the Taft-Hartley Act are by no means comparable to the 
procedures provided in the Railway Labor Act. 

Senator Attorr. Well now, one other thing. 

There is nothing in the Labor Relations Act or any of this legisla- 
tion to the effect that it gives a nonstrike agreement by virtue of the 
fact that this is a public utility and it would affect the public interest. 

Mr. ScHoenr. No; there is not. 

Senator Atiorr. So that really you have not given up anything 
which is not given up by any other industry. 

Mr. Scnoenr. Well, I say, Senator, the restrictions in the Taft- 
Hartley Act by no means are comparable to those in the Railway 
Labor Act. 

Further, I think this should be borne in mind, that when the dis- 
qualifications and State laws were enacted the Taft-Hartley Act was 
not in existence and it is entirely possible that if they were written 
in the light of the Taft-Hartley Act some change might have been 
appropri: ite there. 

3ut if you consider the condition in 1937 and 1938 when these State 
laws were being enacted, the Wagner Act covered other State indus- 
tries giving the right to employees to organize and bargain collectively 
and they put no restrictions on them, whatever, and then the Norris- 
LaGuardia Act prohibited the Federal courts from issuing any in- 
junctions and soon the so-called Little Norris-LaGuardia Acts were 
in effect in many of the States, so that the situation of employees in 
other industries at the time the State disqualifications were enacted 
were very substantially different from those in the railroad industry. 

Senator Attorr. But nevertheless the point still stands that there is 
no strike provision or anything like that made in here because this is 
a service which could be connected with the national interests, let 
alone local interests, and that is the turning point, that there is noth- 
ing given up here that other employees have not given up by virtue 
of the Taft- Hartley Act, and they do not guarantee, the employee is 
not guaranteed unemployment compensation by virtue of the fact that 
they. have given up the 60-day cooling period. 

Mr. Scuornr. We gave up 2 years, Senator, before we struck, not 
60 days before we str uck the L. & N. 

Senator Atnorr. Well, that has not anything to do with the ques- 
tion, whatever. 

Mr. Scrorne. Well, I think it is illustrative, Senator, of the dif- 
ference between what has been given up. 

Senator Atiorr. No; but you are stating what happened in one 


case. 
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Mr. Scuornr. Well, in the case under which over half of all of the 
benefits that had been paid in 10 years were paid. 

Now, I might say as to the current situation that within the last. 10 
days I participated in the settlement of a strike on the Hudson & 
Manhattan Railroad. 

In that case all the organizations were seeking was that the carrier 
apply the same pattern which the carriers have been urging as pro- 
viding stability in the industry for a period of 3 years. That carrier 
refused to do it and that was what was responsible for the strike and 
in the settlement of it. 

They have not applied the pattern, they have merely agreed to pay 
currently what is payable under the national pattern and defer until 
September the further handling of the dispute. 

So I think the record is very clear that this provision has not ep- 
erated to encourage strikes to any undue degree and has rather op- 
erated to reinforce the spirit of the Railway Labor Act by drawing 
a distinction between wildcat strikes and legal strikes. 

Senator Cooper. Do I understand one of the arguments, and maybe 
the only argument heard here—I think the suggestion is that by going 
over to this provision which requires the payment of unemployment 
insurance for a legal strike, has the effect of deterring illegal strikes ‘ 

Mr. ScHOENE. That i is one reason ; yes. 

Now, the carriers’ proposal with respect to voluntary leaving of 
employment which would permanently disqualify the individual un- 
less he returns to railroad employment first, is in fact a permanent 
disqualification because, bear in mind, that not only is the disqualifica- 
tion there for 30 days under the present law, if the individual volun- 

tarily leaves his employment, he has got to be available for work and 
he has got to take any suitable work that is offered him. 

So if he does not resume employment within or before or at the end 
of that 30 days, it is because he cannot find a job and the employment 
services of the Retirement Board cannot find him a job. It is not a 
situation in which an individual just decides he is going to leave the 
job and not work, he just chooses not to work, he is not permitted to do 
that. 

The carriers also propose to insert a disqualification of employees 
who may be discharged for misconduct relating to their work. 

Senator Coorrr. If I may interrupt, Senator ‘Allott has just brought 
to attention that we have been sitting here all day and he has some 
appointments that he must fulfill and he suggests that I ask if you 
could tell me about how long your testimony ‘will take to complete 

Mr. Scuornr. I think I can complete it in about, oh, 10 minutes 
or so. 

Senator Atuorr. Lam sorry, but I am going to have to leave. 

Senator Coorrr. Proceed, Mr. Schoene. 

Mr. Scuoene. The original Railroad Unemployment Insurance Act 
as it was enacted in 1938 contained a disqualification for discharge 
for misconduct relating to the work. That was eliminated almost im- 
mediately in 1939 and “the reason for its elimination was a very good 
one which met with the approval of both the carriers and the employee 
organizations, namely, that the question of whether a discharge is a 
justified or unjustified discharge is often a highly controv ersial ques- 
tion. 

It was not deemed good policy to have the Railroad Retirement 
Board passing upon that question, incidentally, to the payment of un- 
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employment insurance when there is already elaborate provision in 
the Railway Labor Act for the resolution of that controversy. 

An alleged improper discharge is a grievance referrable to the Na- 
tional Railroad Adjustment Board. That Board has been functioning 
for some 23 years resolving grievances of that sort and it was not 
deemed proper that the Railroad Retirement Board should either wait 
for those processes to be completed before they could pay benefits, or 
make a collateral decision anticipating the matter before it could be 
handled through the procedures set up by the Railway Labor Act. 

Nothing has occurred in the years since 1939 to impair the validity 
of the judgment that was then exercised in removing from the act the 
very disqualification that the railroads now propose to put back into it. 

The railroads also propose to reduce the level of benefits payable 
under the present law. That is not too apparent on the face of their 
proposal because they say they want to pay 60 percent of the take-home 
pay and they say that the present 50 percent of gross pay is what gen- 
erally determines the level of unemployment benefits. 

However, their elimination of the schedule of benefits predicated 
upon earnings during the past year would have in combination with 
the use of rate of pay after withholding taxes and railroad retirement 
taxes, a rather drastic effect in reducing the rate of benefits. 

For example, an individual who is fully employed during his base 
year at a daily rate of $15.33 or more would earn $4,000 or more in 
his base year and under the present law would qualify for benefits 
at the daily rate of $8.50, even though that is in excess of the mini- 
mum of 50 percent of the last daily rate of pay. 

Now, in the carriers’ proposal that same individual would find that 
the $15.33 rate was first reduced by $1.85 for income-tax withholdings 
in the case of an employee with one dependent and by 98 cents in addi- 
tion for the railroad retirement tax withholding, leaving, as the 
measure of his benefits, not the $15.33, but $12.53 of which 60 percent 
would give him a daily benefits rate of $7.50 instead of the $8.50 he is 
entitled to under the present law. 

The use of the rate of pay after withholding taxes and after rail- 
road retirement taxes becomes particularly vicious when you analyze 
what the effect of that is. 

The Congress has seen fit from the beginning to exempt unemploy- 
ment benefits from income taxes. 

Now, what you do when you reduce the rate of pay by which you 
measure the benefits by the amount of income-tax withholdings on 
those wages, is in effect to impose the income tax on the unemploy- 
ment benefit itself, except, of course, that the Government does not 
get it, it stays in the railroad unemployment insurance account to the 
advantage of the carriers. 

Similarly, with respect to the reduction in the measure of benefits 
by the amount of railroad retirement taxes, you are in effect levying 
the railroad retirement tax on railroad unemployment compensation. 

Now, railroad unemployment insurance payments are not creditable 
compensation under the Railroad Retirement Act. The employee get- 
ting unemployment insurance benefits is not credited with that in his 
earnings or his months of service, so you would, in effect, be levying 
the railroad retirement tax on the railroad unemployment insurance 
benefits without giving him any credit for it. 


93396 O—57———28 
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Senator Cooper. May I say, you have opened up a subject—without 
going into too much detail, could you give us an illustration of the 
effect of what you have described, taking a case under the present 
provisions of the act and under it as it would be amended ? 

Mr. Scuorene. Why, I think I have done that, Senator, but I will 
be glad to go over it again, briefly. 

took the example of an individual under the present law who 
might have a daily rate of pay of $15.33 or more and any such indi- 
vidual, if he is fully employed in his base year would earn over $4,000 
in his base year and consequently would qualify for a daily benefit 
rate of $8.50. 

Now, when you take that same individual under the carriers’ pro- 
posal, if he has, say, just himself and his wife and if he has two ex- 
emptions for withholding-tax purposes, the carriers’ proposal would 
reduce that daily rate by $1.85 for income-tax withholdings and by 
95 cents for railroad retirement tax which would leave as the dail 
rate of pay on which to measure the benefits, only $12.53, of which 
60 percent is $7.50, which is $1 less than he would be entitled to under 
the present law. 

The result is simply that the daily rate has been reduced by the 
retirement tax and income tax and then you apply a flat percentage 
of 60 percent to that reduced amount and that is a reduction in the 
amount of benefits by the 60 percent on the retirement tax and 60 per- 
cent of the income tax that would be payable, so in effect you have 
levied the retirement taxes and income taxes on the benefits. 

Mr. Oliver has already commented and I will not repeat his com- 
ment on the impropriety of measuring the level of benefits for the rail- 
road unemployment insurance law by comparison with the State laws. 

As Mr Sliver has already pointed out in more detail, and I will 
just remind you of it, those State laws are supplemented by supple- 
mental unemployment insurance agreements, and they are by no 
means the measure of unemployment compensation that people in 
other industries got and when you take the totality of those benefits 
as Mr. Oliver has pointed out the railroad benefits. even as proposed 
to be amended by S. 1313 are inadequate by comparison. 

That concludes my statement, Mr. Chairman. 

Senator Coorrr. Thank you very much. 

Mr. Bernstein has some questions. 

Mr. Bernstetw. I only wish to make a request that we may have 
it for the record to show, which I do not believe it does now, what the 
possible cost of administration might be if the proposals were adopted, 
carrying with that more frequent reporting to the Board and more 
frequent submission of data and so on. 

Mr. Scuoene. I will try to obtain some information on that subject, 
Mr. Bernstein. 

I will need the assistance of the Railroad Retirement Board in that 
because I personally have virtually no means of estimating it. I am 
sure it would be a great increase in the expense of administration, and 
I will try to provide it. 

(See letter, p. 407.) 

Mr. Bernstern. Well, it is material that the Board would know 
best and would have, and inasmuch as the Board is represented here, 
it might address itself to that problem. 

Mr. Scuoene. Mr. Chairman, I have one other request to make. 
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In the testimony that Mr. Oliver gave, he predicated it upon a num- 
ber of tables he had compiled, particularly statistical information and 
I would like permission of the committee to submit copies of those 
tables to the reporter and have them included in the record. 

Mr. Oliver has a number of copies here, if members of the commit- 
tee would like to have them for their perusal before the record is 
complete. 

Senator Coorrr. That will be fine. 

(The tables referred to follow :) 


TABLE I.—Current assets and current liabilities, class I line-haul railways, 
1929—56 


{In thousands of dollars] 








Ratio, cur- 
Year Total cur- Total Net current | rent assets 
rent assets current assets to current 
liabilities liabilities 
$1, 717. 953 $1, 433, 203 $284, 750 1. 20 
1, 034, 560 1, 316, 240 —281, 680 7 
1, 292, 421 1, 633, 568 —341, 147 .79 
1, 292, 705 1, 946, 929 —654, 224 . 66 
1, 442, 143 925, 609 516, 534 1. 56 
1, 914, 544 1, 115, 320 799, 224 1.72 
3, 065, 093 1, 806, 030 1, 259, 063 1.7 
4, 497, 065 2, 923, 078 1, 573, 987 1. 54 
4, 488, 042 2, 844, 210 1, 643, 832 1. 58 
4, 345, 830 2, 108, 245 2, 237, 585 2. 06 
3, 494, 260 1, 584, 433 1, 909, 827 2. 21 
3, 575, 914 1, 942, 772 1, 633, 142 1. 84 
3, 676, 170 2, 066, 795 1, 609, 375 1.78 
3, 067, 146 1, 696, 558 1, 370, 588 1. 81 
3, 758, 429 2, 226, 694 1, 531, 735 1. 69 
3, 702, 505 ?, 262, 436 1, 440, 069 1. 64 
3, 796, 770 2, 278, 250 1, 518, 520 1. 67 
3, 619, 989 2, 175, 306 1, 444, 683 1. 66 
3, 297, 315 1, 790, 057 1, 507, 258 1. 84 
3, 733, 474 2, 129, 592 1, 603, 882 1. 75 
3, 535, 824 2, 117, 977 1, 417, 847 1. 67 











Source: Interstate Commerce Commission, Statistics of Railways in the United States, statement M~125 


TABLE II.—Relationship of net current assets to railway operating expenses, 
class I line-haul railways, 1929-56 


(In thousands of dollars] 





Average Ratio, net 

Year Net current monthly current as- 

assets ! expenses sets to ex- 

penses 

1929 ee nadia sanahe: Coreen su ode aoamaee cae $284, 750 $375, 503 0. 76 
Babess. eels. belicis. adel ale eRe des eke eentl —281, 680 587. O06 4305. ccsepes>~ 
1936 —341, 147 y > Freee 
1939 —654, 224 a ee ea 
1940 516, 534 257, 450 2. 01 
1941 799, 224 305, 351 2. 62 
1942 1, 259, 063 383, 422 3. 28 
1943 1, 573, 987 471, 453 3. 34 
1944 1, 643, 832 523, 503 3.14 
1945 2, 237, 585 587, 633 3. 81 
1946 1, 909, 827 529, 782 3. 60 
1947 1, 633, 142 566, 436 2. 88 
1948 1, 609, 375 622, 667 2. 58 
1949 1, 370, 588 574, 316 2. 39 
1950 1, 531, 735 588, 271 2. 60 
1951___- 1, 440, 069 670, 104 2.15 
RE Te, See ee eee See ee ee eee ate emt 1, 518, 520 671, 040 2. 26 
Si tins sab ch cncuncucneed aided abecedereson dt actaa teak’ 1, 444, 683 677, 933 2.13 
EIA RL, Ti ecole sh ci llelindeoih ese) neonates peban ws Sei beog Meee eilGaeeaeoranl 1, 507, 258 615, 372 2. 45 
es Aa a ain eet nia pale eipeiinia aden haan Gas io aaa ee 1, 603, 882 637, 199 2. 52 
Pc itahGnhundaepunnLcansikueehe cnataenannsen tuned 1, 417, 847 675, 687 2.10 


' Current assets minus current liabilities. 


Source: Interstate Commerce Commission, Statistics of Railways in the United States, statements M-100 
and M-125. 
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Tas_e III.—Railway traffic, railway investment, and population trends, 1929-56 
Population, Traffic units per— 

Revenue including Net invest- oe 

Year traffic units |Armed Forces} ment after 
overseas depreciation | Capita | Dollar of net 

investment 

Millions Thousands Thousands 
etd abo 6 dpi hb eed bae~dakaen 509, 470 1 123, 188 $23, 868, 075 4, 136 21. 345 
1930..... i cnridinesedinllieipeninn 437, 079 123, 188 24, 175, 911 3, 548 18. 079 
POU 6dobb- den weil. did eas 420, 778 132, 122 23, 168, 228 3, 185 18. 162 
BONO 6b cestee<e - 652, 098 151, 683 24, 591, 862 4, 299 26. 517 
1956... C enmamial eee 680, 666 165, 248 26, 851, 343 4,119 25. 349 
1956... cOdtee. 3. S555 703, 355 168, 091 2 27, 001, 000 4, 184 26. 049 





i i Peetetien. oiedaon Armed Forces overseas, not available for 1929. 
2 Carriers’ exhibit No, 27, p. 3, emergency board proceedings No, 116. 


Source: Interstate Commerce Commission, Statistics of Railways ia the United States, Transport 
Statistics in the United States; statement M-220; Association of American Railroads, bureau of railway 
economics, Railroad Transportation, carriers’ exhibit No. 27, emergency board proceedings No. 116; U.S 
Department of Commerce, Statistical Abstract of the United States; Joint Economic Committee, Eco- 
nomic Indicators, March 1957. 


Tasre I1V.—WNet income and depreciation charges, class I line-haul railways in 
the United States, 1921-56 


{In thousands of dollars] 











Net 
income 


| 
| 
asst 


$313, 563 
369, 573 
554, 995 
558, 466 | 
700, 831 | 
809, 054 | 
672, 900 
786, 824 
896, 807 
523, 907 
134, 762 

— 139, 204 
—5, 863 
—16, 887 

7, 539 
164, 630 


98, 058 
—123, 471 





M-100 and M-125. 


Deprecia- 
tion 


$155, 968 
169, 808 
205, 070 
208, 064 
223, 925 
231, 497 
239, 184 
241, 719 
259, 375 
243, 253 
221, 611 
209, 111 
199, 917 
192, 387 
194, 625 
193, 501 
197, 035 
201, 825 


available 
from oper- 
ations for 
improve- 
ment of 
railroad 
plants ! 


Funds 


$469, 531 
539, 381 
760, 065 
766, 530 
924, 756 

1, 040, 551 
912, 084 
1, 028, 543 
1, 156, 182 
767, 160 
356, 373 
69, 907 
194, 054 
175, 500 
202, 164 
358, 131 
295, 093 


re 


1 Includes funds available for replacements, and additions and betterments. 
Source: Interstate Commerce Commission, Statistics of Railways in the United States 


Funds 
| available 
| from oper- 





Net Deprecia- | ations for 

income tion improve- 

ment of 

railroad 

plants ! 
93, 182 201, 852 295, 034 
188, 851 205, 860 394, 711 
499, 765 233, 340 733, 105 
901, 713 338, 181 1, 239, 894 
873, 478 465, 525 1, 339, 003 
667, 188 540, 461 1, 207, 649 
450, 434 1, 186, 844 1, 637, 278 
7, 139 365, 902 653, 041 
478, 875 385, 763 864, 638 
698, 057 409, 310 1, 107, 367 
438, 158 441, 658 879, 816 
783, 572 466, 589 1, 250, 161 
693, 176 485, 160 1, 178, 336 
825, 396 513, 059 | 1, 338, 455 
903,227 | 534,457 | 1, 437, 684 
681, 690 547, 267 1, 228, 957 
927, 122 554, 597 1, 481, 719 
874, 000 569, 644 | 1, 443, 644 








, Statements 


Ima@e Se ao4rure i 


OVE ADHK HD 
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TasLeE V.—Postwar investment in new plant and equipment related to employ- 
ment, all manufacturing and class I line-haul railways 





Manufacturing Railways 
Year 
Invest- Employ- Invest- 
ment ment per ment ment ment per 
(millions) |(thousands)} employee | (millions) |(thousands)} employee 
1945. : 2 $3, 983 $552 1, 420 $389 
i ncibciaccal psd quttiviien dead 6, 790 470 573 1, 359 422 
1947 des seu 8, 703 569 906 1, 352 670 
| eS SS ee re 9, 134 596 1,319 1, 327 994 
ee Ss ee ee 7,149 504 1, 350 1, 192 1, 133 
BD. ce noni ddd cab bseas eke 7,491 501 1,111 1, 220 911 
1951 i 10, 852 675 1,474 1, 276 1, 155 
Suuiiiicanreuce wale wacoanoonenenemare amie 11, 632 712 1, 396 1, 226 1,139 
DD cick cae iacalihatin tical 11, 908 691 1,311 1, 206 1, 087 
BOGE . cuss. < gues apeentts dentine'ct 11, 038 690 854 1, 064 803 
Dl aitnte Grp enskiehnnendnatnned 11, 439 691 923 1, 058 872 
cr adesacs po wewadoee es 14, 934 R84 1, 263 1, 043 1,211 
ist quarter 1067............... 13,812 225 1 392 2992 395 
Total through 1st quar- 
BE, Sine wrnctbenanesien 118, 865 7, 518 13, 424 1, 210 11, 094 








1 Estimate. 
1 Preliminary estimate for first 2 months. 


Source of basic data; U. 8. Department of Commerce, Survey of Current Business, April 1952, April 
1954, March 1955, and December 1956; Interstate Commerce Commission, Statistics of Railways in the 
United States, 1945-53; Transport Statistics in the United States, 1954 and 1955; Statement M-300, 1956; 
Joint Economic Committee, Economic Indicators, March 1957. 


TABLE VI.—Net income per dollar of gross revenues leading corporations in the 
United States, 1956 


Net income per 
dollar of gross 


Industrial groups: revenues, cents 
AE Ce DO id eta ciciminticeveplavmbsntindseanianeememmaition 13.5 
OI UE SII nse nsieeneeaeinaeaneinentinaememiocors: 10.3 
Claas I raliroaids ee Se ees eae Sse 2 8.3 
rAnsporvetitl sei Lo ab eae. ake ee) ae eb kd 7.5 
Grange teted, ahi Industries) i ee es A ee ee Be 6.3 
I ice ii Ica caine ile Batt estima 6.0 
RIES, Ce lire aa iatiin es nid adamant apeminnipineeussiin 5.4 
TIAN sein saadhitbiinabitaciegenventbaphapmensttt-aeiudiiuanesensaaaepanetaeininee teas tnhei eas te a aT 2.6 


Source: First National City Bank of New York, Monthly Letter, Business and 


Economic Conditions, April 1957, Net Income of Leading Corporations for the 
Years 1955 and 1956, p. 41. 


TABLE VII.—Railway net income per dollar of revenue and corporate profits per 
dollar of gross national product 














Railway Corporate 
Railway net income Corporate Gross profits 
Railway operating per dollar profits national after tax 
Year net income revenue of railway after taxes product per dollar 
(thousands) | (thousands) | operating (millions) (millions) of gross 
revenue national 
product 
1929..... ee: fea! $896, 807 $6, 279, 521 $0. 143 $8, 259 $104, 436 $0. 079 
a 927, 122 10, 106, 330 - 092 21, 100 390, 900 . 054 
WO divbncucnsicad 873, 936 10, 550, 936 - 083 21, 500 412, 400 - 052 


Source: Interstate Commerce Commission, Statistics of Railways in the United States, 1929, 1955; 1956 
Statements M-100 and M-125; United States Department of Commerce, Survey of Current Business. 
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TaBLe VIII.—Railway wage costs per dollar of revenue, and compensation of 
all employees per dollar of gross national product 








Compensa- 
tion of all 
Wage costs | Compensa- employees 
Railway Railway | per dollar | tion of all Gross in national 
Year wage operating | of railway | employees | national | income per 
costs ! revenue operating | in national} product dollar of 
revenue income gross 
national 
product 
Thousands | Thousands Millions Millions 
ED --nccmebalieRehainiwnciadiiel $2, 674, 086 | $6, 279, 521 $0. 426 $51, 085 $104, 436 $0. 489 
I i cccnd eb babu nccucbeanee 5, 035, 455 | 10, 106, 330 . 498 223, 200 390, 900 . 571 
SE cccnccdulebthoncsnchanpiedl 5, 395, 028 | 10, 550, 936 . 511 239, 100 412, 400 . 580 


1 Total wages chargeable to operations plus payroll taxes. 


Source: Interstate Commerce Commission, Statistics of Railways in the United States, 1929, 1955; 1956 
statement M-100; U. 8. Department of Commerce, Survey of Current Business; Association of American 


Tasle IX.—Trend of unit wage costs, all class I line-haul railways, 1946-56 


Revenue Wages per 





Period Wage costs ! traffic thousand 
units traffic units 
Thousands Millions 
Sindh Ai tinea cabin agent oumatithitaninnnthde embp angina $4, 230, 114 721, 329 $5. 86 
Sen kiti- piace dk cise ewacecantse opr soueneaarnmaho aie eauantiiaiimenstds sgnaedvandl 4, 492, 927 746, 569 6. 02 
i iiiehiicacicaici tien aims eatmensciohdetaoasesits na conslak anaes ehh nemmandcannie at pk oor ecards 4, 802, 988 720, 275 6. 67 
a edi nd cuaniain 4, 445, 124 596, 689 7. 45 
Se a. Bot kch bh bined Wl cag ke Ssdetuiuek a des - JE 4, 641, 098 652, 098 7.12 
DE isibiliesseasiecaqeanpzeaneetenaipedenerrest dinate eR nde MONS, Mamaia 5, 298, 125 715, 848 7.40 
ae dd age ene mneomsaud 5, 354, 901 682, 774 7. 84 
at aaa cine ace element 5, 349, 563 669, 124 7.99 
ne neat ie nens eid asin asi ete pected mek carnage nein tee enek | 4, 897, 986 607, 831 8. 06 
1955... ees vateacmuaset | 5085, 455 680, 666 7.40 
aa ae a 5, 395, 028 703, 355 7. 67 


| 
| 
| 
| 


1 Total wages chargeable to operations plus payroll taxes. 
Source of basic data: Interstate Commerce Commission, statements M-300, M-100, and M-220, and 
Transport Economics; Association of American Railroads, Statistics of Railways of Class I, 1946-55. 


TABLE X.—Wage costs per dollar of operating revenues and expenses, all class 
I line-haul railways, 1496-56 
| 

















Wages per— 
Period Wage cost ! Operating Operating 
revenues expenses Dollar of Dollar of 
operating operating 
revenues expenses 
Thousands Thousands Thousands 
SR clgmttns detes-sa~> vadlvclat tee see $4, 230, 114 $7, 627, 651 $6, 357, 415 $0, 555 $0. 665 
til idonceteuigcuncecdeacee 4, 492, 927 8, 684, 918 6, 797, 265 . 517 . 661 
i entca6 in dciepebpclie ined 4, 802, 988 9, 671, 722 7, 472, 035 . 497 . 643 
G....-.- ig liaemiinae ; a 4, 445, 124 8, 580, 142 6, 891, 819 . 518 . 645 
Tttnnsscbsoctenbaee~ 4, 641, 098 9, 473, 093 7, 059, 276 . 490 . 657 
ee en). k eee 5, 298,125 | 10, 390, 611 8, 041, 277 . 510 . 659 
tinh sino anaes aacacbheie 5, 354, 901 10, 580, 762 8, 052, 518 . 506 | . 665 
Pe atdianen 5, 349, 563 10, 664, 169 8, 135, 229 . 502 | . 658 
i nadesit ee inkhpennameckan 4, 897, 986 9, 370, 826 7, 384, 499 . 523 | . 663 
eee ee 5, 035, 455 10, 106, 330 7, 646, 418 . 498 . 659 
ih trah litte aki. <0sen dite 5, 395, 028 8, 108, 273 . 511 - 665 


1 Total wages chargeable to operations plus payroll taxes. 


Source of basic data: Interstate Commerce Commission, statements M-300, M-100, and M-220, and 
Transport Economics; Association of American Railroads, Statistics of Railways of Class I, 1946-55. 


Senator Coorer. Any more questions, Mr. Bernstein ? 

Mr. Bernstein. Thank you, that is all. 

Senator Coorer. The subcommittee will adjourn and reconvene 
Wednesday at 10a. m. 

(Whereupon, at 4:50 p. m., the subcommittee adjourned to recon- 
vene at 10 a. m., on Wednesday, May 8, 1957.) 
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WEDNESDAY, MAY 8, 1957 


Untrep States Senate, 
SUBCOMMITTEE ON RAILROAD RETIREMENT OF THE 
ComoirrTes on Lasor AND Pusiic WELFARE, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10 a. m. in the old 
Supreme Court chamber, room P-63, the Capitol, Senator Wayne 
Morse, chairman of the subcommittee, presiding. 

Present: Senators Morse (presiding), Cooper, Allott, and 
Thurmond. 

Committee staff members present: Stewart E. McClure, chief clerk; 
Roy E. James, assistant chief clerk; Michael J. Bernstein, profes- 
sional staff member; and Merton Bernstein, special counsel to the 
Subcommittee on Railroad Retirement. 

Senator Morse. The hearing will come to order. 

The chairman wishes to announce that the hearing today hopes to 
complete the testimony of Mr. George M. Harrison, president of the 
Railway and Steamship Clerks Brotherhood, and testimony of the 
Railroad Retirement Board, and at 10 o’clock tomorrow morning, he 
hopes to hear the witness from the General Accounting Office. 

At the conclusion of that witness’ testimony, he hopes to close the 
hearings tomorrow, leaving the record open until 5 p. m. next Monday 
for the insertion of any further mntnial into the record. 

Insertions in the record will be submitted to Mr. McClure, clerk 
of the committee, and will be passed upon by Mr. McClure and the 
counsel of the committee. 

The record will be finally closed at 5 p. m. next Monday. 

Our first witness will be Mr. Harrison. 

Mr. Harrison, will you come forward and take the stand and pro- 
ceed in your own way. 


STATEMENTS OF GEORGE M. HARRISON, PRESIDENT, BROTHER- 
HOOD OF RAILWAY AND STEAMSHIP CLERKS; AND LESTER P. 
SCHOENE, GENERAL COUNSEL 


Senator Morse. Mr. Harrison, we are delighted to have you with us. 
Your testimony here this morning makes me refer to the old saying, 
“This is where I came in.” 

I remember with great pleasure your testimony at great length 
before me back in 1941 when you, along with other witnesses for the 
brotherhoods, and witnesses for the carriers, gave me a graduate 
course in railroad economics which I have never forgotten. I am 
looking forward to the enlightenment of this hour as well. 

You may proceed in your own way. 
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Mr. Harrison. That is very kind of you, Senator. 

May I respond by saying that I appreciate the opportunity of 
coming in and appearing before you in behalf of the railroad 
employees. 

or the benefit of the record, my name is George M. Harrison. I 
occupy the office of president of the Brotherhood of Railway Clerks, 
located at 1015 Vine Street, Cincinnati, Ohio. 

I appear here this morning on behalf of the railway labor organiza- 
tions comprising the Railway Labor Executives Association, and, in 
addition thereto, the Brotherhood of Locomotive Engineers. 

In connection with bills S. 1313 and S. 1630 now under consideration 
by this committee, we appear. 

Earlier testimony was presented by Mr. Lester P. Schoene and Mr. 
E. L. Oliver, on behalf of the Railway Labor Executives Association 
and the Brotherhood of Locomotive Engineers. 

They dealt with the details of the 2 bills under consideration, and 
it is not my purpose to reiterate a review of the provisions of the 2 
bills in detail. 

I wanted to make some general observations for the benefit of the 
committee in connection with our proposals in S. 1313, to liberalize 
ihe length of the period during which unemployment benefits are pay- 
able; and also deal with the proposals in S. 1630 to discontinue the pay- 
ment of unemployment benefits in cases of authorized strikes of rail- 
road employees after they have complied with all the provisions of the 
Railway Labor Act, and also the proposals for the elimination of the 
payment of benefits in pregnancy cases or maternity cases. 

During the past 10 years, and more particularly during the last 
4 or 5 years, the railroad industry has been going through major 
changes in equipment as well as in the procedures and techniques of 
railroading. Many offices and departments and services have been 
consolidated, relocated; there has been great introduction of new 
mechanical devices, improvement in the technology of the industry, 
and there have been violent disturbances among the employees in re- 
lation to their work locations as well as their opportunities for em- 
ployment. 

Back in 1934, when the Congress enacted the Emergency Railroad 
Transportation Act, establishing the Office of Coordinator of Rail- 
roads, we were confronted with a program of railroad unification, 
elimination of duplicate facilities, and curtailment of services. That 
law was in effect for a period of 2 years after its enactment. 

Much work was done by the Federal Coordinator of Transportation 
to develop possibilities of eliminating duplicate facilities and con- 
solidating railroads, coordination of portions of railroads, but the 
Congress decided to permit the emergency legislation to expire by its 
terms and did not extend it after the 2-year period. 

We then sought from the Congress legislation to replace the pro- 
visions contained in section 7 of the Emergency Railroad Transpor- 
tation Act, which, in general, provided that should changes in rail- 
road operations of the types described in the law be made, that no 
employee in the service would be in any worse position with respect 
to his employment or his compensation. 

You, perhaps, recall during that period of time we were confronted 
with a tremendous unemployment problem in the United States. It 
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was the thought of the Congress, undoubtedly, that nothing should 
be done to aggravate that situation and everything should be done 
that could be done to improve it. 

Hearings were held by the Senate Committee on Interstate Com- 
merce in connection with our proposal to retain the provisions of 
section 7 in a separate bill, or in a separate law, after the expiration 
of the Emergency Railroad Transportation Act, and during the course 
of the hearings opportunities developed to explore that situation 
with railroads and the hearings were recessed and we then entered 
into an agreement with substantially all the railroads in the United 
States providing certain benefits for employees adversely affected 
by any changes of the types described in the earlier legislation, the 
Emergency Railroad Transportation Act. 

Among those benefits were provisions for the payment of 60 per- 
cent of the wages of any saaleain who was displaced and deprived 
of his employment as a result of coordinations or consolidations of 
railroads in whole or in part, for varying periods of time, based upon 
the service of the individuals affected, with a maximum of 60 months 
of benefits beginning with 15 or more years of service—beginning with 
15 years of service. 

That agreement has been in effect since that time and it applies 
where two or more railroads coordinate, consolidate, or merge in 
whole or in part, so that problem has been taken care of by a collective- 
bargaining agreement. 

We still have with us, however, the problem of coordinations and 
consolidations and relocations and mergers of facilities in whole or 
in part on individual railroads. That situation has been intensified 
in recent years, as I said in the earlier part of my testimony. 

The only available benefits are the benefits presently provided in 
the Federal Railroad Unemployment Insurance Act. That presently 
provides, as you know, if you can qualify for a benefit, when unem- 
ployed, for 50 percent of your wages not to exceed $8.50 a day or 
$42.50 per week, 5 days being regs arded the unit, 5 times $8.50, making 
$42.50. 

We are proposing in S, 1313 to provide substantially the same bene- 
fits as were provided in the agreement that was made with the rail- 
roads in 1936 to protect employees who were involved in consolidations 
of two or more railroads in whole or in part. 

(The 1936 Washington agreement follows :) 











WASHINGTON JOB PROTECTION AGREEMENT OF 
MAY 1936 


Emp.toyre Prorecrions Prescrisep py I[CC—Cuicaco & NortH- 
WESTERN Rariway Case, New OriLEANS UNION PAssENGER TERMINAL 
Casg, OKLAHOMA Raitway Case, Cuicaco, Burtineton & Quincy 
Rartroap Casg, Cuicaco, Attica & SourHERN Rartiroap RECEIVER 
ABANDONMENT 








AGREEMENT OF MAY, 1936, WASHINGTON, D. C. 


This agreement is entered into between the carriers listed and defined in 
Appendices “A”, “B” and “C” attached hereto and made a part hereof, repre- 
sented by the duly authorized Joint Conference Committee signatory hereto, as 
party of the first part, and the employes of said carriers, represented by the 
organizations signatory hereto by their respective duly authorized executives, 
as party of the second part, and, so far as necessary to carry out the provisions 
hereof, is also to be construed as a separate agreement by and between and in 
behalf of each of said carriers and its employes who are now or may hereafter be 
represented by any of said organizations which now has (or may hereafter have 
during the life of this agreement) an agreement with such carrier concerning 
rates of pay, rules or working conditions. 

The signatories hereto, having been respectively duly authorized as afore- 
said to negotiate to a conclusion certain pending issues concerning the treatment 
of employes who may be affected by coordination as hereinafter defined, hereby 
agree : 

Section 1. That the fundamental scope and purpose of this agreement is to 
provide for allowances to defined employees affected by coordination as herein- 
after defined, and it is the intent that the provisions of this agreement are to be 
restricted to those changes in employment in the Railroad Industry solely due to 
and resulting from such coordination. Therefore, the parties hereto understand 
and agree that fluctuations, rises and falls and changes in volume or character of 
employment brought about solely by other causes are not within the contempla- 
tion of the parties hereto, or covered by or intended to be covered by this 
agreement. 

Section 2 (a). The term “coordination” as used herein means joint action 
by two or more carriers whereby they unify, consolidate, merge or pool in whole 
or in part their separate railroad facilities or any of the operations or services 
previously performed by them through such separate facilities. 

(b) The term “carrier” as used herein when it refers to other than parties 
to this agreement means any carrier subject to the provisions of Part I of the 
Interstate Commerce Act; when it refers to a party to this agreement it means 
any company or system listed and described in Appendices “A”, “B” or “C” as a 
“single carrier party to this agreement. 

(c) The term “time of coordination” as used herein includes the period fol- 
lowing the effective date of a coordination during which changes consequent upon 
coordination are being made effective; as applying to a particular employee it 
means the date in said period when that employee is first adversely affected as a 
result of said coordination. 

Section 3 (a)... The provisions of this agreement shall be effective and shall 
be applied whenever two or more carriers parties hereto undertake a coordination; 
and it is understood that if a carrier or carriers parties hereto undertake a 
coordination with a carrier or carriers not parties hereto, such coordination will 
be made only upon the basis of an agreement approved by all of the carriers 
parties thereto and all of the organizations of employees involved (parties hereto) 
of all of the carriers concerned. No coordination involving classes of employees 
not represented by any of the organizations parties hereto shall be undertaken 
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by the carriers parties hereto except in accord with the provisions of this agree- 
ment or agreements arising hereunder. 

(b) Each carrier listed and established as a separate carrier for the purposes 
of this agreement, as provided in Appendices “A”, ““B” and “C”’, shall be regarded 
as a separate carrier for the purposes hereof during the life of this agreement; 
provided, however, that in the case of any coordination involving two or more 
railroad carriers which also involves the Railway Express Agency, Inc., the latter 
company shall be treated as a separate carrier with respect to its operations on 
each of the railroads involved. 

(c) It is definitely understood that the action of the parties hereto in listing 
and establishing as a single carrier any system which comprises more than one 
operating company is taken solely for the purposes of this agreement and shall 
not be construed or used by either party hereto to limit or affect the rights of the 
other with respect to matters not falling within the scope and terms of this 
agreement. 

Section 4. Each carrier contemplating a coordination shall give at least 
ninety (90) days written notice of such intended coordination by posting a notice 
on bulletin boards convenient to the interested employes of each such carrier and 
by sending registered mail notice to the representatives of such interested em- 
ployes. Such notice shall contain a full and adequate statement of the proposed 
changes to be effected by such coordination, including an estimate of the number 
of employes of each class affected by the intended changes. The date and place 
of a conference between representatives of all the parties interested in such in- 
tended changes for the purpose of reaching agreements with respect to the appli- 
cation thereto of the terms and conditions of this agreement, shall be agreed 
upon within ten (10) days after the receipt of said notice, and conference shall 
commence within thirty (30) days from the date of such notice. 

Section 5. Each plan of coordination which results in the displacement of 
employes or rearrangement of forces shall provide for the selection of forces 
from the employes of all the carriers involved on bases accepted as appropriate 
for application in the particular case; and any assignment of emploves made 
necessary by a coordination shall be made on the basis of an agreement between 
the carriers and the organizations of the employes affected, parties hereto. In 
the event of failure to agree, the dispute may be submitted by either party for 
adjustment in accordance with Section 13. 

Section 6 (a). No employee of any of the carriers involved in a particular 
coordination who is continued in service shall, for a period not exceeding five 
years following the effective date of such coordination, be placed, as a result of 
such coordination, in a worse position with respect to compensation and rules 
governing working conditions than he occupied at the time of such coordination 
so long as he is unable in the normal exercise of his seniority rights under exist- 
ing agreements, rules and practices to obtain a position producing compensation 
equal to or exceeding the compensation of the position held by him at the time 
of the particular coordination, except however, that if he fails to exercise his 
seniority rights to secure another available position, which does not require a 
change in residence, to which he is entitled under the working agreement and 
which carries a rate of pay and compensation exceeding those of the position 
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which he elects to retain, he shall thereafter be treated for the purposes of this 
section as occupying the position which he elects to decline. 

(b) The protection afforded by the foregoing paragraph shall be made effec- 
tive whenever appropriate through what is hereby designated as a “displacement 
allowance” which shall be determined in each instance in the manner hereinafter 
described. Any employee entitled to such an allowance is hereinafter referred 
to as a “displaced” employee. 

(c) Each displacement allowance shall be a monthly allowance determined 
by computing the total compensation received by the employee and his total 
time paid for during the last twelve (12) months in which he performed service 
immediately preceding the date of his displacement (such twelve (12) months 
being hereinafter referred to as the “test period”) and by dividing separately the 
total compensation and the total time paid for by twelve, thereby producing the 
average monthly compensation and average monthly time paid for, which shall 
be the minimum amounts used to guarantee the displaced employee, and if his 
compensation in his current position is less in any month in which he performs 
work than the aforesaid average compensation he shall be paid the difference, 
less compensation for any time lost on account of voluntary absences to the 
extent that he is not available for service equivalent to his average monthly 
time during the test period, but he shall be compensated in addition thereto at 
the rate of the position filled for any time worked in excess of the average monthly 
time paid for during the test period. 

Section 7 (a). Any employee of any of the carriers participating in a par- 
ticular coordination who is deprived of employment as a result of said coordina- 
tion shall be accorded an allowance (hereinafter termed a coordination allow- 
ance), based on length of service, which (except in the case of an employee with 
less than one year of service) shall be a monthly allowance equivalent in each 
instance to sixty per cent (60%) of the average monthly compensation of the 
employee in question during the last twelve months of his employment in which 
he earned compensation prior to the date he is first deprived of employment as 
a result of the coordination. This coordination allowance will be made to each 
eligible employee while unemployed by his home road or in the coordinated opera- 
tion during a period beginning at the date he is first deprived of employment as 
a result of the coordination and extending in each instance for a length of time 
determined and limited by the following schedule: 


Length of Service Period of Payment 
1 yr. and less than 2 yrs. 6 months 
S vrs. “ “ce “ 3 a“ 12 a“ 
3 yrs. “e “a “ 5 “a 18 “ 
fh gaee 8% aol dB.” 36 F 
Maye iKiivwo * «big * 48 . 
15 yrs. and over 60 ‘; 


In the case of an employee with less than one year of service, the total coordina- 
tion allowance shall be a lump sum payment in an amount equivalent to sixty 
(60) days pay at the straight time daily rate of the last position held by him at 
the time he is deprived of employment as a result of the coordination. 
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(b) For the purposes of this agreement the length of service of the employee 
shall be determined from the date he last acquired an employment status with 
the employing carrier and he shall be given credit for one month’s service for 
each month in which he performed any service (in any capacity whatsoever) and 
twelve such months shall be credited as one year’s service. The employment 
status of an employee shall not be interrupted by furlough in instances where the 
employee has a right to and does return to service when called. In determining 
length of service of an employee acting as an officer or other official representative 
of an employee organization he will be given credit for performing service while 
80 engaged on leave of absence from the service of a carrier. 

(c) An employee shall be regarded as deprived of his employment and en- 
titled to a coordination allowance in the following cases: 


1. When the position which he holds on his home road is abolished as 
result of coordination and he is unable to obtain by the exercise of 
his seniority rights another position on his home road or a position in 
the coordinated operation, or 

2. When the position he holds on his home road is not abolished but he 
loses that position as a result of the exercise of seniority rights by an 
employee whose position is abolished as a result of said coordination, 
or by other employees, brought about as a proximate consequence of 
the coordination, and if he is unable by the exercise of his seniority 
rights to secure another position on his home road or a position in 
the coordinated operation. 


(d) An employee shall not be regarded as deprived of employment in case 
of his resignation, death, retirement on pension or on account of age or disability 
in accordance with the current rules and practices applicable to employees gen- 
erally, dismissal for justifiable cause in accordance with the rules, or furloughed 
because of reduction in forces due to seasonal requirements of the service; nor 
shall any employee be regarded as deprived of employment as the result of a 
particular coordination who is not deprived of his employment within three years 
from the effective date of said coordination. 

(e) Each employee receiving a coordination allowance shall keep the em- 
ployer informed of his address and the name and address of any other person by 
whom he may be regularly employed. 

(f) The coordination allowance shall be paid to the regularly assigned in- 
cumbent of the position abolished. If the position of an employee is abolished 
while he is absent from service, he will be entitled to the coordination allowance 
when he is available for service. The employee temporarily filling said position 
at the time it was abolished will be given a coordination allowance on the basis 
of said position until the regular employee is available for service and thereafter 
shall revert to his previous status and will be given a coordination allowance 
accordingly if any is due. 

(g) An employee receiving a coordination allowance shall be subject to 
call to return to service after being notified in accordance with the working 
agreement, and such employee may be required to return to the service of the 
employing carrier for other reasonably comparable employment for which he is 
physically and mentally qualified and which does not require a change in his 
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place of residence, if his return does not infringe upon the employment rights of 
other employees under the working agreement. 

(h) If an employee who is receiving a coordination allowance returns to 
service the coordination allowance shall cease while he is so reemployed and the 
period of time during which he is so reemployed shall be deducted from the total 
period for which he is entitled to receive a coordination allowance. During the 
time of such reemploymtnt however he shall be entitled to protection in accord- 
ance with the provisions of Section 6. 

(i) If an employee who is receiving a coordination allowance obtains rail- 
road employment (other than with his home road or in the coordinated opera- 
tion) his coordination allowance shall be reduced to the extent that the sum 
total of his earnings in such employment and his allowance exceeds the amount 
upon which his coordination allowance is based; provided that this shall not apply 
to employees with less than one year’s service. 

(}) A coordination allowance shall cease prior to the expiration of its pre- 
scribed period in the event of: 

1. Failure without good cause to return to service in accordance with 
working agreement after being notified of position for which he is 
eligible and as provided in paragraphs (g) and (h). 

. Resignation. 

. Death. 

. Retirement on pension or on account of age or disability in accord- 
ance with the current rules and practices applicable to employees 
generally. 

5. Dismissal for justifiable cause. 


wm Co bo 


Section 8. An employee affected by a particular coordination shall not be 
deprived of benefits attaching to his previous employment, such as free transpor- 
tation, pensions, hospitalization, relief, etc., under the same conditions and so 
long as such benefits continue to be accorded to other employees on his home 
road, in active service or on furlough as the case may be, to the extent that such 
benefits can be so maintained under present authority of law or corporate action 
or through future authorization which may be obtained. 

Section 9. Any employee eligible to receive a coordination allowance under 
section 7 hereof may, at his option at the time of coordination, resign and (in lieu 
of all other benefits and protections provided in this agreement) accept in a lump 
sum a separation allowance determined in accordance with the following 
schedule: 


Length of Service Separation Allowance 
1 year & less than 2 years 3 months’ pay 
ee prea Mas 6 - i 
3 ” ” ” ”? 5 ” 9 ” ” 
5 ” ” ” ” 10 ” 12 ” ” 
10 ” ” ” ” 15 ” 12 ” ” 
15 years and over 12 4s ” 


In the case of employees with less than one year’s service, five days’ pay, at 
the rate of the position last occupied, for each month in which they performed 
service will be paid as the lump sum. 
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(a) Length of service shall be computed as provided in Section 7. 

(b) One month’s pay shall be computed by multiplying by 30 the 
daily rate of pay received by the employee in the position last occupied 
prior to time of coordination. 


Section 10 (a) Any employee who is retained in the service of any carrier 
involved in a particular coordination (or who is later restored to service from 
the group of employees entitled to receive a coordination allowance) who is re- 
quired to change the point of his employment as result of such coordination and 
is therefore required to move his place of residence, shall be reimbursed for all 
expenses of moving his household and other personal effects and for the traveling 
expenses of himself and members of his family, including living expenses for 
himself and his family and his own actual wage loss during the time necessary 
for such transfer, and for a reasonable time thereafter, (not to exceed two work- 
ing days), used in securing a place of residence in his new location. The exact 
extent of the responsibility of the carrier under this provision and the ways and 
means of transportation shall be agreed upon in advance between the carrier re- 
sponsible and the organization of the employee affected. No claim for expenses 
under this Section shall be allowed unless they are incurred within three years 
from the date of coordination and the claim must be submitted within ninety (90) 
days after the expenses are incurred. 

(b) If any such employee is furloughed within three years after changing 
his point of employment as a result of coordination and elects to move his place 
of residence back to his original point of employment, the carrier shall assume 
the expense of moving his household and other personal effects under the condi- 
tions imposed in paragraph (a) of this section. 

(c) Except to the extent provided in paragraph (b) changes in place of 
residence subsequent to the initial changes caused by coordination and which 
grow out of the normal exercise of seniority in accordance with working agree- 
ments are not comprehended within the provisions of this section. 

Section 11 (a). The following provisions shall apply, to the extent they are 
applicable in each instance, to any employee who is retained in the service of any 
of the carriers involved in a particular coordination (or who is later restored to 
such service from the group of employees entitled to receive a coordination al- 
lowance) who is required to change the point of his employment as a result of 
such coordination and is therefore required to move his place of residence: 


1. If the employee owns his own home in the locality from which he is 
required to move, he shall at his option be reimbursed by his employ- 
ing carrier for any loss suffered in the sale of his home for less than 
its fair value. In each case the fair value of the home in question 
shall be determined as of a date sufficiently prior to the coordination 
to be unaffected thereby. The employing carrier shall in each in- 
stance be afforded an opportunity to purchase the home at such fair 
value before it is sold by the employee to any other party. 

2. If the employee is under a contract to purchase his home, the employ- 
ing carrier shall protect him against loss to the extent of the fair 
value of any equity he may have in the home and in addition shall 
relieve him from any further obligations under his contract. 








AMENDING THE RAILROAD RETIREMENT ACT OF 1937 443 


3. If the employee holds an unexpired lease of a dwelling occupied by 
him as his home, the employing carrier shall protect him from all 
loss and cost in securing the cancellation of his said lease. 


(b) Changes in place of residence subsequent to the initial change caused 
by coordination and which grow out of the normal exercise of seniority in accord- 
ance with working agreements are not comprehended within the provisions of 
this Section. 

(c) No claim for loss shall be paid under the provisions of this section which 
is not presented within three years after the effective date of the coordination 

(d) Should a controversy arise in respect to the value of the home, the loss 
sustained in its sale, the loss under a contract for purchase, loss and cost in 
securing termination of lease, or any other question in connection with these 
matters, it shall be decided through joint conference between the representatives 
of the employees and the carrier on whose line the controversy arises and in the 
event they are unable to agree, the dispute may be referred by either party to a 
board of three competent real estate appraisers, selected in the following manner: 
One to be selected by the representatives of the employees and the carrier, 
respectively; these two shall endeavor by agreement within ten days after their 
appointment to select the third appraiser, or to select some person authorized to 
name the third appraiser, and in the event of failure to agree then the Chairman 
of the Interstate Commerce Commission shall be requested to appoint the third 
appraiser. A decision of a majority of the appraisers shall be required and said 
decision shall be final and conclusive. The salary and expenses of the third or 
neutral appraiser, including the expenses of the appraisal board, shall be borne 
equally by the parties to the proceedings. All other expenses shall be paid by 
the party incurring them, including the salary of the appraiser selected by such 
party. 

Section 12. If any carrier shall rearrange or adjust its forces in anticipation 
of a coordination, with the purpose or effect of depriving an employee of benefits 
to which he should be entitled under this agreement as an employee immediately 
affected by a coordination, this agreement shall apply to such an employee as of 
the date when he is so affected. 

Section 13. In the event that any dispute or controversy arises (except as 
defined in Section 11) in connection with a particular coordination, including an 
interpretation, application or enforcement of any of the provisions of this agree- 
ment (or of the agreement entered into between the carriers and the representa- 
tives of the employees relating to said coordination as contemplated by this 
agreement) which is not composed by the parties thereto within thirty days after 
same arises, it may be referred by either party for consideration and determina- 
tion to a Committee which is hereby established, composed in the first instance 
of the signatories to this agreement. Each party to this agreement may name 
such persons from time to time as each party desires tu serve on such Committee 
as its representatives in substitution for such original members. Should .the Com- 
mittee be unable to agree, it shall select a neutral referee and in the event it is 
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unable to agree within 10 days upon the selection of said referee, then the mem- 
bers on either side may request the National Mediation Board to appoint a 
referee. The case shall again be considered by the Committee and the referee 
and the decision of the referee shall be final and conclusive. The salary and 
expenses of the referee shall be borne equally by the parties to the proceeding; 
all other expenses shall be paid by the party incurring them. 

Section 14. Any carrier not initially a party to this agreement may become 
a party by serving notice of its desire to do so by mail upon the members of the 
Committee established by Section 13 hereof. It shall become a party as of the 
date of the service of such notice or upon such later date as may be specified 
therein. 

Section 15. This agreement shall be effective June 18, 1936, and be in full 
force and effect for a period of five years from that date and continue in effect 
thereafter with the privilege that any carrier or organization party hereto may 
then withdraw from the agreement after one year from having served notice of 
its intention so to withdraw; provided, however, that any rights of the parties 
hereto or of individuals established and fixed during the term of this agreement 
shall continue in full force and effect, notwithstanding the expiration of the 
agreement or the exercise by a carrier or an organization of the right to withdraw 
therefrom. 

This agreement shall be subject to revision by mutual agreement of the 
parties hereto at any time, but only after the serving of a sixty (60) days notice 
by either party upon the other. 


For the participating carriers listed in Appendix A: 


H.Q. Crook butler OV Cte: 


For the participating carriers listed in Appendix B: 


hk lemiuhe Joe Conifers 


For the participating carriers listed in Appendix C: 


SH, Vs spss Affe r16 Yreka 


For the participating carriers: 


Chairman, Joint Conference Committee. 


For the participating organizations of employees: 


Ch fehwotiu, by Yh 


Grand Chief Engineer, Brotherhood of Locomotive Engineers. 
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President, Brotherhood of Locomotive Firemen and Enginemen. 


President, Order of Railway Conductors of America. 


A? Whetieg 


President, Brotherhood of Railroad Trainmen. 


President, Switchmen’s Union of North America. 
President, Order of Railroad Telegraphers. 


) 


President, American Train Dispatchers’ Association. 


President, International Association of Machinists. 
~ ; 
4a tr omhlhrn. 


President, International Brotherhood of Boilermakers, 
Tron Ship Builders and Helpers of America. 





President, International Brotherhood of Blacksmiths, 
Drop Forgers and Helpers. 


Pe ual fy meee 


President, Sheet Metal Workers’ International Association. 


es Ml — 


Vice-President, International Brotherhood of Electrical Workers. 
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President, Brotherhood Railway Carmen of America. 


g SX NE Namwre 


President, International Brotherhood of Firemen and Oilers. 


| TYyegdok 


President, Brotherhood of Maintenance of Way Employes. 


President, Brotherhood of Railway and Steamship Clerks, 
Freight Handlers, Express and Station Employes. 


Pcl sro 


Acting President, Brotherhood of Railroad Signalmen of America. 


WH S Wonfuld 


President, Order of Sleeping Car Conductors. 


iy ee elas 


President, National Organization Masters, Mates & Pilots of America. 


Le lass / ttt 


President, National Marine Engineers’ Beneficial Association. 


International Longshoremen’s Association. 


a Mh ts 


Chairman, Railway Labor 
Executives’ Association. 


Signed at Washington, D. C. 
May 21, 1936. 


ae 
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APPENDIX A 
LIST OF CARRIERS IN EASTERN TERRITORY PARTIES TO 


Carrier 
(1) 


AGREEMENT 


Properties and Operations included in the au- 
thorization as part of, and to be considered as 
part of, the carrier listed in Column 1. 





Ann Arbor 

Baltimore & Ohio 

Bessemer & Lake Erie 

Boston & Maine 

Boston Terminal 

Central R. R. of N. J. 

Cincinnati Union Terminal Co. 
Chicago, Indianapolis & Louisville 
Chicago River and Indiana 
Cleveland Union Terminals Co. 
Dayton Union 

Delaware, Lackawanna & Western 
Detroit & Toledo Shore Line 
Detroit Terminal 

Detroit, Toledo & Ironton 


Erie 


Indianapolis Union 
Indiana Harbor Belt 
Lehigh & Hudson River 
Lehigh & New England 
Lehigh Valley 

Long Island 

Maine Central 
Monongahela 


The New York Central Railroad Company 


New York, Chicago & St. Louis 
New York, New Haven & Hartford 


Pennsylvania 





Penna.-Reading Seashore Lines 
Pere Marquette 


Pittsburgh & Lake Erie 


Portland Terminal Co. 
Railway Express Agency, Inc. 
Reading 

Rutland 

Staten Island Rapid Transit 
Washington Terminal 
Western Maryland 


Wheeling & Lake Erie 


ceivers or Trustees. 





Chieago & Erie; New Jersey & New York; 


New York, Susquehanna & Western 


All leased lines. 


Waynesburg & Washington; Balto. & Eastern 


Lake Erie and Eastern 


Lorain & West Virginia 


NOTE: Agreement subject to approval of court with respect t 


o lines in hands of Re- 






omni on acta at 


Tee 
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APPENDIX B 
LIST OF CARRIERS IN WESTERN TERRITORY PARTIES TO 





AGREEMENT 
Properties and Operations included in the author- 
Carrier ization as part of, and to be considered as part 
(1) of, the carrier listed in Column 1. 
(2) 


Alameda Belt Line 
Alton & Southern R. R. 
Alton Railroad Co., The 





Atchison, Topeka & Santa Fe Ry. Co., The ar nente © Sante Fe a Co., 


Atchison Union Railway & Depot Co. 

Baltimore & Ohio Chicago Terminal R. R. 
Co., The 

Belt Railway Company of Chicago 

Burlington-Rock Island R. R. Co. 

Camas Prairie R. R. Co. 

Chicago & Eastern Illinois Ry. Co. 

Chicago & Illinois Midland Ry. Co. 

Chicago & North Western Ry. Co. 

Chicago & Western Indiana R. R. Co. 


Chicago, Burlington & Quincy R. R. Co. Quincy, Omaha & Kansas City R.R. 


Se ae, St. Paul & Pacific} Chicago, Terre Haute & Southeastern Ry. Co. 
. R. Co. 





: : | Chicago, Rock Island & Gulf Ry. Co., 
Chicago, Rock Island & Pacific Ry. Co., The Peoria Terminal Co. 








Chicago, St. Paul, Minneapolis & Omaha 
Ry. Co. 
Chicago Union Station Co. 
Colorado & Southern Ry. Co. 
Dereas. Rock Island & Northwestern 
y. Co. 
= & Rio Grande Western R. R. Co., 


e 
Denver & Salt Lake Ry. Co., The 
Denver Union Terminal Ry. Co., The 





Des Moines Union Ry. Co. 


Duluth, Missabe & Northern Ry. 








Duluth, South Shore & Atlantic Ry. Co. 





East Portland Freight Terminal 
East St. Louis Junction R. R. 
Elgin. Joliet & Eastern Ry. Co. 
Fort Smith & Western Ry. 


Fort Worth & Denver City Ry. Co. Wichita Valley Ry. Co., The 








NOTE: Agreement subject to approval of court with respect to lines in hands of Re- 
ceivers or Trustees. 
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APPENDIX B (Continued) 
LIST OF CARRIERS IN WESTERN TERRITORY PARTIES TO 








AGREEMENT 
Carri Properties and Operations included in the author- 
arTier | ization as part of, and to be considered as part 
(1) | of, the carrier listed in Column 1. 
(2) 

Fort Worth Belt Ry. Co. 
Galveston, Houston & Henderson R. R. 
Great Northern Ry. Co 
Green Bay & Western R. R. Co 
Gulf Coast Lines New Orleans, Texas & Mexico Ry. Co., St. Louis, 


| Brownsville & Mexico Ry. Co., Beaumont, Sour 
| Lake & Western Ry. Co., Houston & Brazos 
Valley Ry. Co., San Antonio, Uvalde & Gulf 
R.R. Co., Sugar Land Ry. Co., Rio Grande City 
Ry. Co., Asherton & Gulf Ry. Co., Asphalt Belt 
| Ry. Co., San Antonio Southern Ry. Co., San 
| Benito & Rio Grande Valley Ry. Co., Orange & 
| Northwestern R.R. Co., New Iberia & Northern 
| R.R. Co., Iberia, St. Mary & Eastern R.R. Co 


Houston Belt & Terminal Ry. Co. 

International-Great Northern R. R. 

Kansas City Terminal Ry. Co. 

Kansas, Oklahoma & Gulf Ry. Co. 

Lake Superior & Ishpeming R. R. Co. 

Litchfield & Madison Ry. Co. 

Manufacturers Ry. Co. (St. Louis) 

Midland Valley R. R. Co 

Minneapolis, St. Paul & Saulte Ste. Marie 
Ry. Co 


Minneapolis & St. Louis R. R. Co., The | Railway Transfer Co. of the City of Minneapolis 


ee sean af 


Minnesota Transfer Railway Co., The 


Minnesota & International Ry. Co Big Fork & International Falls Ry. Co. 


Missouri-Illinois R. R. Co. 





i pur De to vot Missouri-Kansas-Texas R.R. Co. of Texas, Texas 
pee yar iste, B.A Se Central R.R. Co., The Wichita Falls Ry. Co., 
The Wichita Falls & Northwestern Ry. of Texas. 
Wichita Falls & Wellington Ry. Co. of Texas, 
Beaver, Meade & Englewood R.R 


Missouri Pacific R. R. Co | Missouri Pacific R.R. Corporation in Nebraska, 
Fort Smith Suburban Ry., Natchez & Southern 
| Ry., Natchez & Louisiana Ry. Transfer Co 
| (Boat), The Chester & Mt. Vernon R.R., Boone- 
ville, St. Louis & Southern Ry. Co., Cairo & 
Thebes R.R. Co., Marion & Eastern R.R. Co 





Northern Pacific Ry. Co. 
Northern Pacific Terminal Co. of Oregon,| 
The | 
Northwestern Pacific R. R. Co. 
Ogden Union Ry. & Depot Co c 


NOTE: Agreement subject to approval of court with respect to lines in hands of Re- 
ceivers or Trustees 
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APPENDIX B (Continued) 


LIST OF CARRIERS IN WESTERN TERRITORY PARTIES TO 
AGREEMENT 


Carrier 
(1) 


Oklahoma City-Ada-Atoka Ry. Co. 

Oregon, California & Eastern Ry. Co. 

Peoria & Pekin Union Ry. Co. 

Port Terminal Railroad Association 
(Houston) 

Pueblo Union Depot & Railroad Co., The 

Railway Express Agency, Inc. 

Rock Island-Frisco Terminal Ry. Co. 

St. Joseph Terminal R. R. Co. 

St. Joseph Union Depot Co. 

St. Paul Union Depot Co., The 

St. Louis & O'Fallon Ry. Co. 





St. Louis-San Francisco Ry. Co. 





St. Louis Southwestern Ry. Co. 


—— City Union Depot & R. R. Co., 
e 

San Diego & Arizona Eastern Ry. Co. 
Sioux City Terminal Ry. Co 


South Omaha Terminal Ry. Co. 
Southern Pacific Company-Pacific Lines 


Spokane, Portland & Seattle Ry. Co. 


Spokane; Couer d’Alene & Palouse Ry. Co. 
Spokane International Ry. 


Terminal Railroad Ass’n. of St. Louis 


Texas & Pacific Ry., The 


Texas Pacific-Missouri Pacific Terminal 


R. R. of New Orleans 


Texas & New Orleans R. R. Co. 


“ 


Properties and Operations included in the au- 
thorization as part of, and to be considered as 
part of, the carrier listed in Column 1. 


St. Louis-San Francisco & Texas Ry., Ft. Worth 
& Rio Grande Ry., Birmingham Belt RR. Co. 





St. Louis Southwestern Ry. Co. of Texas, Dallas 
Terminal Ry. & Union Depot Co. 


Oregon Trunk Ry., Oregon Electric Ry. Co., 
United Railways Co. 


St. Louis Merchants Bridge Terminal Ry., East 
St. Louis Connecting Ry., St. Louis Transfer Ry. 


Weatherford, Mineral Weils & Northwestern Ry. 
Co., The, Texas-New Mexico Ry. Co., Abilene 
& Southern Ry. Co., Texas Short Line Ry., Pecos 
Valley Southern Ry. Co., The, Cisco & North- 
eastern Ry. Co. 





Galveston, Harrisburg & San Antonio Ry. Co., 
The, Texas & New Orleans R.R. Co., Louisiana 
Western R.R. Co., Morgan’s Louisiana & Texas 
R.R. & SS. Co., Iberia & Vermillion R.R. Co., 
Houston & Texas Central R.R. Co., The, Texas 
Midland R.R., Galveston, Harrisburg & San 
Antonio Ry. Co., The (Austin Div.), Houston, 
East & West Texas R.R. Co., The, Houston & 
Shreveport R.R. Co 


NOTE: Agreement subject to approval of court with respect to lines in hands of Re- 


ceivers or Trustees. 
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APPENDIX B (Continued) 


LIST OF CARRIERS IN WESTERN TERRITORY PARTIES TO 
AGREEMENT 





Carrier 
(1) 


| 
ome OT \- 


Tidewater Southern Ry. Co. 
Tulsa Union Depot Co. ‘ 
Union Railway Co. (Memphis, Tenn.) 


Union Pacific R. R. 


Union Terminal Co. (Dallas, Tex.) 

Union Terminal Ry. Co. (St. Joseph, Mo.) 
Wabash Ry. Co. 

Western Pacific R. R. Co., The 

Wichita Union Terminal Ry. Co., The 


Properties and Operations included in the au- 
thorization as part of, and to be considered as 
part of, the carrier listed in Column 1. 

(2 


= 





Eastern District, Central District, Northwestern 
District, Southwestern District. 








NOTE: Agreement subject to approval of court with respect to lines in hands of Re- 


ceivers or Trustees. 
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APPENDIX C 


LIST OF CARRIERS IN SOUTHEASTERN TERRITORY PARTIES 
TO AGREEMENT 


| Properties and Operations included in the av- 


Carrier | thorization as part of, and to be considered as 
(1) | part of, the carrier listed in Column 1. 
(2) 


Central of Georgia Railway 
Chesapeake & Ohio Railway 
Columbus & Greenville 

Illinois Central System 

Macon, Dublin and Savannah 
Norfolk & Western Railway Company 
Norfolk Southern Railway Company 
Railway Express Agency, Inc 


Richmond, Fredericksburg & Potomac 





Seaboard Air Line Railway 


Travares and Gulf 


Virginian 





NOTE: Agreement subject to approval of court with respect to lines in hands of Re- 
ceivers or Trustees. 


— 
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Carriers which have become parties to the “Agreement of May, 1936, 
Washington, D. C.” by service of notice in accordance with Section 14. 


Appendix A—Eastern Territory 


Akron, Canton & Youngstown Railway Co. 

Akron Union Passenger Depot ....... 

Bangor & Aroostook Railroad Co. ....... 

Buffalo Creek Railroad ... 
Canadian National Ry.—Central Region Lines in U. 5S. 
Central Vermont Railway .... 
Detroit & Mackinac Railway Co. 
Fort Street Union Depot Co., The 

Grand Trunk Western R. R. Co. . 

Manistee and Northeastern Railway Co. 
Montour R. R. ....... ore 

New York Connecting Railroad Co. 
Pittsburgh. Chartiers & Youghiogheny Ry. 
Pittsburgh & West Virginia Railway 

Toledo Terminal R. R. Co. 

Troy Union Railroad Co., The 

Union Belt of Detroit . seco 

Union Depot Co., Columbus, Ohio 

Union Freight Railroad Co. ( Boston) 
Youngstown and Northern Railroad Co. ........ 
Youngstown and Southern Ry. 


Appendix B—Western Territory 


Ashley, Drew & Northern Railway Co. 
Chicago, Great Western Railway Co. 
Chicago, North Shore & Milwaukee 
Chicago, South Shore & South Bend R. R. 
Chicago, West Pullman & Southern R. R. 
Chicago & Calumet River R. R. 

Colorado & Wyoming Railway Co. 

Duluth Union Depot & Transfer Co. 
Duluth, Winnipeg & Pacific Railway Co. 

El Paso Union Passenger Depot Co. 

Ft. Dodge Des Moines & Southern Ry. 
Harbor Belt Line Railroad 

Illinois Northern Rv. 

Illinois Terminal Railroad Co. 

Kansas City Southern Railway Co. ; 
Kewaunee, Green Bay & Western R. R. Co. 
Lake Superior Terminal & Transfer Ry. Co. ......, 
Louisiana & Arkansas Railway Co. 


E fective 
Date 


6 
8 


6- 
6- 
4. 


-16-36 
- 4-50 
1-438 
1-36 
1-51 


3-11-37 
11-15-47 
12- 6-48 
Ll- 5-36 


12 


3- 
5S. 
10- 
6- 
_ ie 
1] 


12 


5 


ll 


1- 


10 
10 
1 
4 
3 


- 6-48 
6-50 
1-48 
2-50 
8-306 
9-44 
-15-40) 
-21-48 
-20-36 
1-48 
. 5.49 


6-51 


-17-45 
1-42 
-29-5] 
-15-42 
» 1-50 
- 2-50 
-18-49 


-27-52 


12-11-36 


12 


-26-47 


9-18-53 
9-27-49 
4-12-55 
2- 6-47 
1-11-39 


7-29-48 


5-18-48 
1-11-39 
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Effective 
Appendix B—Western Territory Date 
Louisiana, Arkansas & Texas Railway Co. ................ 1-11-39 
Minneapolis. Northfield & Southern Railway .................. nariantren td  ienbeah 
pammescta Wasern Ratlway Co. eee Fe SG 
Dakland Terminal Railway ................. faeencnove . 6-12-48 
nen eS iia age cbcanpevcagivnpearvvsmevivsazeegeenene Oe 308 
Pacific Electric Railway Co. .................2..20.2-..-..----. of recap .. 8-13-42 
Pullman Co. .................. sauna ceupobe cae 3-12-52 
Sacramento Northern Reiliéay eee aee ha natalie ort attern . 4-29-40 
Neen ee eee crcnus re cemieetipntggrnterans-nee l- 1-48 
Spokane Union Station ~...........0................ tte tibeacirenenae , 5- 8-46 
SE ae ME RN oor creca tngesvegsentecooncney ane | Se 
Texarkana Union Station Trust ....... ican a RRietdnabinkinnd ieee 1-17-48 
go onl casxestcttcacmcaeqeciedtncgraewsacnsve conde 2- 4-52 
Texas Mexican Ry. .................. See seanacimiecpeniacs ..... 11-14-50 
Toledo, Peoria & Western Railroad Lee tea ceeknclgkios cieicinaiciy Ee 
Appendix C—Southeastern Territory 

Albany Passenger Terminal Co. ............. a ad ; 4- 1-49 
Atlanta, Birmingham & Coast Railroad a oa i ianlatiaiatih 4-24-44 
SUIT, I I, oon eenrensorpes PLE I: GT 
Atlanta Terminal Company .......... a ele ' ll- 4-48 
Atlanta & West Point R. R. Co. Satan - of Alabama . 7- 7-44 
Atlantic Coast Line Railroad Co. ........................ . 7+ 8-39 
Augusta Union Station Co. ' Sachcammabiaia . 7- 7-44 
Birmingham Terminal Company .........................- 2-11-49 
Blue Ridge Railway Company . sia sevsesvseeveeee L1-20-48 
Carolina and Northwestern Railway Co, Siac lll iene IE ener hore 
Charleston & Western Carolina Railway Co. —...................... reeiinnseeme ROOD 
Chattanooga Station Company .................:.--.-esccec--cceceeceesrecseceteeceseserseeenee 2211-49 
em, GUCUROTS nh eee herent te orerrriberiecteestdl-orenee AR SDO-4B 
Clinchfield Railroad Co. slits ae Ra cbctbanme eh. See 
Columbia Union Station Co. 2.020.222. al sereee 211-49 
Danville and Western Railway Co. ~..............2..:00::+-c---eceeeeseseeceereece-eeeeeeee 11-20-48 
Durham Union Station Co. tec) eaten hells t-d--neeens veveceece 2-11-49 
Florida East Coast Railway ssssee-ufacd Sueeels-yapeaaens aesald-«ase 10- 1-39 
Georgia Railroad sie <siatanmcipeslncitctondlibee baenintiastlaniat!] Ti 744 
Georgia & Florida R. R. . sichiicbinanaatmcssmsipennt Matai a... ddhetd ass 7-6-54 
Goldsboro Union Station Company —....22020020.020.0eeeecceececceeeeeeeeeeneeeeee 524-49 
Gulf, Mobile & Northern Railroad Co. 2220200022 00.00. 02 -ceeseecceee . 1-30-39 
Gulf, Mobile & Ohio Railroad Co. ............ RRs Lind. ks 130-39 
High Point, Randleman, Asheboro and Seanteinn R. R. Co. ye: ..... 11-20-48 
Jacksonville Terminal Company —................. AE Ril ..... 426-49 


Kentucky & Indiana Terminal Railroad Co. ae SS . 7-30-46 





nl 


—_—~ 
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Effective 
Appendix C—Southeastern Territory Date 

Louisville & Nashville Railroad Co. 2222... ececececeeceneeeeeeseeeeeeneeeeeeeees 2-10-42 
IIS TINUE I ois ons cesarean niomverrvscmenieestnsoanilibnadeennisalelbin 4- 1-49 
Memphis Union Station Company ................... italia Nea 12-22-48 
III RI I niacin i taiaieiaitr ati 2-11-49 
Nashville. Chattanooga & St. Louis Railway —.......0......22..2...-cesscee-csceeeeneeeees 8- 8-46 
New Orleans Public Belt Railroad ..... desi aii Ahaciaiiea dec editiiateaniaiihnbidicieiaiaeniile 11-25-40 
Pn MIRON UN I onan cneennensshnnrinanes-vaneibereerebiarenth-sigtervtie WED MOE 
I II I esc eneeneircsees hece-sidia 10- 7-47 
Savannah & Atlanta Railway Company ...............-....-..--2.c---se0ces-neeeeeeenenees 12- 6-48 
Southern Railway System ...................--....---.-+-- isasinsiisaesieetdlliet elie ontalinenaeian 3- 1-40 
Tampa Union Station Company .... cl galsiovaphncesss Cadineicicihs Paper cnt ag 
Tennessee Central Ry. ec idaiar ras Seen, .. 6-14-50 
Winston-Salem Terminal Company ...............2...20........-0-.2--.0--0----e .... 2-11-49 
Wadena Dinilntedd ies Pera sas.) Shan ke, eRe ee 11-20-48 


The above list of additional carriers is as of April 15, 1956 when this printing of 
the agreement was prepared. 
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EMPLOYE PROTECTIONS IMPOSED BY THE INTERSTATE 
COMMERCE COMMISSION IN THE C. & N. W. 
(Finance Docket No. 15250) CASE 


In all proceedings under section 5 (2) we (the Commission) have given 
consideration to ‘the interest of the carrier employes affected’ as required in paragraph 
(c) of that section. Our procedure has been such that (1) in cases in which it was 
definitely shown that no employes would be affected, we have so stated and held 
that no condition was necessary; (2) in cases in which it was not definitely shown 
that employes would not be affected, we have reserved jurisdiction; and (3) in 
cases in which it appeared that employes would be affected, we have prescribed 
conditions as required in section 5 (2) (f) or conditions as agreed upon by the 
parties. 


“In our (Commission’s) opinion, whether jurisdiction be reserved or conditions 
prescribed in the statutory language is not a matter of material importance, the 
employes being protected in either case. However, it may be that a uniform practice 
in cases such as those classified in clauses (1) and (2) above will avoid future 
procedural difficulties. Accordingly, in this case, and in future cases in these two 
classes under section 5(2) of the Act, we think it proper that conditions be imposed 
in the language of the statute as requested by the intervener herein, with only such 
modification of the terminology thereof as appears necessary. No question is 
involved as to the procedure in cases of the class wherein conditions have been 


prescribed, or agreed upon by the parties as permitted by the last sentence in section 


5(2) (f). 


“Subject to the condition that - 


“During the period of four years from the effective date of our order herein 
such transaction will not result in employes of the carrier or carriers by railroad 
affected by such order being in a worse position with respect to their employment. 
except that the protection afforded to any employe pursuant to this sentence shall 
not be required to continue for a longer period, following the effective date of such 
order, than the period during which such employe was in the employ of such 
carrier or carriers prior to the effective date of such order; we find that merger 
of the properties of the Escanaba, Iron Mountain and Western Railroad Company 
into the Chicago and North Western Railway Co. for ownership, management, and 
operation is a transaction within the scope of section 5 (2) of the Interstate Commerce 
Act, as amended, that the terms and conditions imposed are just and reasonable, 
and that the transaction will be consistent with the public interest.” 


—_— 
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NEW ORLEANS UNION PASSENGER TERMINAL CASE 
Finance Docket No. 15920 
Decided January 16, 1952 


. . . From the beginning, we have patterned the conditions which we prescribed 
after the Washington Agreement. Since the encctment of section 5(2) (f). the 
conditions prescribed by us differed from that agreement as to when the protection 
afforded was to begin, the duration thereof, and the amount of the annual allowance 
to be made because all such matters were regarded as being fixed by the statute. 
Under the circumstances here present, some additional protection for the employes 
involved must be afforded. In our opinion the Washington Agreement, subject to 
the limitations later shown, would provide the fair and equitable arrangement con- 
templated by the statute. 


One provision of the Washington Agreement, to which specific objection has 
been raised by the applicants has never had our approval. It provides, in effect, 
that the coordination allowance to which an employe is entitled in case of dismissal 
will be reduced by the amount of compensation he receives from other railroad 
employment, but not otherwise. We have consistently required that there be 
appropriate deductions for earnings in all outside employment. See Chicago R. 1. & 
G. Ry. Co. Trustees Lease, supra, Texas & P. Ry. Co. Operation, 247 1.C.C. 285, 
Chicago M., St. P. & P. R. Co. Trustees Construction, 252 1.C.C. 49 and 287, 
Chicago & N. W. Ry. Co. Trustees Abandonment, 254 1.C.C. 820 (not printed in full), 
Oklahoma Ry. Co. Trustees Abandonment, supra, and Chicago, B. & Q. R. Co. 
Abandonment, 257 J.C.C. 700. Accordingly, all earnings from outside employment 
should be included in computing any employe allowances which may be provided 
herein. Condition No. 5 of Oklahoma Ry. Co. Trustees Abandonment, supra, which 
relates to compensation for dismissed employes contains the following pertinent 
provision: 

The dismissal allowance of any dismissed employe who is otherwise 
employed shall be reduced to the extent that his combined monthly earnings 

in such other employment, any benefits received under any unemployment 

insurance law, and his dismissal allowance exceed the amount upon which 

his dismissal allowance is based. * * * 


The dismissal allowance, as used in the foregoing, has the same meaning as 
coordination allowance, as used in the Washington Agreement. 


Based upon the conclusions stated herein and consistent with the circumstances 
in this proceeding and in conformity with the decision of the Supreme Court of the 
United States in Railway Labor Assn. v. U. S., supra, we find that a fair and 
equitable arrangement for protecting the interests of the employes adversely affected 
by the transaction herein will be provided by applying the terms of the Washington 
Agreement of May 21, 1936, subject to the following limitations or restrictions: 


(a) That employes adversely affected within 4 years from the effective date 
of the order approving the transaction shall receive as a minimum the protection 
afforded by conditions 4 to 9, inclusive, in Oklahoma Ry. Co. Trustees Abandonment, 
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257 1.C.C. 177 (197-201), as prescribed in the report and order approving the 
transaction, for the period they are adversely affected prior to May 17, 1952 (4 
years from the effective date of the order of approval), and any such employe so 
adversely affected who has received under such conditions total dismissal or 
displacement compensation less than that which he would receive by applying the 
Washington Agreement, as limited, for the full protective period therein provided 
from the time he is first adversely affected, shall continue to receive benefits under 
the terms of the Washington Agreement, as limited, until the total compensatory 
benefits provided therein for his particular period of service have been paid. 


(b) That in applying the Washington Agreement the coordination allowance 
provided therein for dismissed employes shall be reduced with respect to any employe 
who is otherwise employed to the extent that his combined monthly earnings in 
such other employment. any benefits received under any unemployment insurance 
law, and his coordination allowance, exceed the amount upon which his coordination 
allowance is based; such employe or his representative, and the carriers, to agree 
upon a procedure by which the carriers shall be currently informed of the wages 


carned by such employe in employment other than with the carriers, and the 
benefits received. 


The intent and effect of the foregoing findings are that all employes adversely 
affected by the transaction involved should receive the protection afforded by the 
Washington Agreement, reduced as to dismissed employes to the extent that they 
receive compensation in other employment or under unmployment insurance laws; 
and that employes adversely affected prior to May 17, 1952 (4 years from the 
effective date of the order of approval) are to receive as a minimum the protection 
afforded by the Oklahoma Conditions as prescribed in the previous report for the 
period they are adversely affected prior to May 17, 1952, but if the total amount 
of such compensation is less than they would receive under the Washington Agree- 
ment, as limited, applied from the date of adverse affect, then they are entitled to 
the remaining benefits they would have enjoyed under the latter. While it is 
unlikely under the existing circumstances that the situation will arise, should the 
amount of compensation to which an employe is entitled under the original Oklahoma 
conditions applied to May 17, 1952, equal or exceed the amount to which he would 


be entitled under the Washington Agreement, as limited, then he would be entitled 
to nothing under the latter. 


An appropriate order will be entered. 


COMMISSIONER CROSS did not participate in tie disposition of this 


proceeding. 
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CONDITIONS FOR PROTECTION OF EMPLOYES, COM- 
MONLY REFERRED TO AS THE “OKLAHOMA CON- 
DITIONS,” PRESCRIBED BY THEI.C.C. IN ITS ORDER 
ISSUED MAY 17, 1944 IN FINANCE DOCKET 14221, 
OKLAHOMA RAILWAY COMPANY TRUSTEES ABAN- 
DONMENT OF OPERATION, ETC. 


4. If, as a result of the abandonment of operation herein permitted and the 
purchases, etc., herein authorized, hereinafter referred to as the transaction, any 
employee of Robert K. Johnston and A. C. DeBolt, trustees of the Oklahoma Railway 
Company, of The Atchison, Topeka and Santa Fe Railway Company, or of Joseph 
B. Fleming and Aaron Colnon, trustees of The Chicago, Rock Island and Pacific 
Railway Company, hereinafter respectively referred to as the Oklahoma, the Santa 
Fe and the Rock Island, and collectively as the carriers, is displaced, that is placed 
in a worse position with respect to his compensation and rules governing his work 
conditions, and so long thereafter as he is unable, in the exercise of his seniority 
rights under existing agreements, rules, and practice, to obtain a position producing 
compensation equal to or exceeding the compensation he received in the position 
from which he was displaced, he shall be paid a monthly displacement allowance 
equal to the difference between the monthly compensation received by him in 
the position in which he is retained and the monthly compensation received by 
him in the position from which he was displaced. The latter compensation is to be 
determined by dividing separately by 12 the total compensation received by the 
employee and the total time for which he was paid during the last 12 months in 
which he performed services immediately preceding the date of his displacement as 
a result of this transaction (thereby producing average monthly compensation and 
average monthly time paid for in the test period). If his compensation in his 
retained position in any month is less than the aforesaid average compensation in 
the test period, he shall be paid the difference, less compensation at the rate of the 
position from which he was displaced for time lost on account of his voluntary 
absences in his retained or current position, but if in his retained position he 
works in any month in excess of the average monthly time paid for in the test 
period, he shall be compensated for the excess time at the rate of pay of the 
retained position; provided, however, that nothing herein shall operate to affect 
in any respect the retirement on pension or annuity rights and privileges in respect 
of any employee, provided, further, that if any employee elects not to exercise his 
seniority rights he shall be entitled to no allowance, and provided, further, that 
no allowance shall be paid to any Oklahoma employee who fails to accept employ- 
ment, with seniority rights in Oklahoma City, Oklahoma, with the Santa Fe or 
Rock Island if either of said two last named carriers offers him a position, the 
duties of which he is qualified to perform. The period during which this protection 
is to be given, hereinafter called the protective period, shall extend from the date 
on which the employee was displaced to the expiration of 4 years from the effective 
date of our order herein; provided, however, that such protection shall not continue 
for a longer period following the effective date of our order herein than the period 


juring which such employee was in the employ of the carriers prior to the effective 
date of our order. 
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5. If, as a result of the transaction herein approved, any employee, hereinafter 
referred to as a dismissed employee, of the carriers is deprived of employment 
with said carriers because of the abolition of his position or the loss thereof as the 
result of the exercise of seniority rights by an employee whose position is abolished 
as result of the transaction herein approved, he shall be accorded a monthly dismissal 
allowance equivalent to one-twelfth of the compensation received by’ him in the 
last 12 months of his employment in which he earned compensation prior to the 
date he is first deprived of employment as a result of this transaction. This allowance 
shall be made during the protective period to each dismissed employee while 
unemployed, provided, however, that no such allowance shall be paid to any 
Oklahoma employee who fails to accept employment, with seniority rights in 
Oklahoma City, Okla., with the Santa Fe or Rock Island, if either of said two last 
named carriers offers him a position, the duties of which he is qualified to perform. 

The dismissal allowance of any dismissed employee who is otherwise employed 
shall be reduced to the extent that his combined monthly earnings in such other 
employment, any benefits received under any unemployment insurance law, and 
his dismissal allowance exceed the amount upon which his dismissal allowance is 
based. Such employee, or his representative, and the carriers, should agree upon 
a procedure by which the carriers shall be currently informed of the wages earned 
by such employee in employment other than with the carriers, and the benefits 
received. 

The dismissal allowance shall cease prior to the expiration of the protective 
period in the event of the failure of the employee without good cause to return 
to service after being notified by the carriers of a position, the duties of which he 
is qualified to perform and for which he is eligible, or in the event of his resignation, 
death, retirement on pension, or dismissal for good cause. 


6. No employee affected by the transaction approved herein shall be deprived 
during the protective period of benefits attached to his previous employment, such 
as free transportation, pensions, hospitalization, relief, et cetera, under the same 
conditions and so long as such benefits continue to be accorded to other employees 
on his home road, in active service or on furlough, as the case may be, to extent 
that such benefits can be so maintained under present authority of law or corporate 
action or through future authorization which may be obtained. 


7. Any employee retained in the services of the carriers involved in the 
transaction herein approved or who is later restored to service after being entitled 
to receive a dismissal allowance, and required to change the point of his employment 
as a result of the transaction, and within the protective period is required to move 
his place of residence, shall be reimbursed for all expenses of moving his household 
and other personal effects, for the traveling expenses of himself and his immediate 
family, and for his own actual wage loss, not to exceed 2 days, the exact extent of 
the responsibility of the carriers to be agreed upon in advance by the said carriers 
and the employees affected; provided, however, that changes in place of residence, 
subsequent to the initial change caused by the transaction, which result from the 
exercise by the employee of his seniority rights shall not be considered as within 
the foregoing provision. 

8. In the event that any dispute or controversy arises with respect to the 
protection afforded by the foregoing Conditions Nos. 4, 5, 6, and 7. which cannot 





aie: 


he 


ot 


AMENDING THE RAILROAD RETIREMENT ACT OF 1937 461 


be settled by the carriers and the employee, or his authorized representatives, within 
30 days after the controversy arises, it may be referred by either party, to an 
arbitration committee for consideration and determination, the formation of which 
committec, its duies, procedure, expenses, et cetera, shall be agreed upon by the 
carriers and the employee, or his duly authorized representatives. 


9(a) The following condition shall apply, to the extent it is applicable in 
each instance, to any employee who is retained in the service of any of the carriers 
(or who is later restored to service after being entitled to receive a dismissal 
allowance), who is required to change the point of his employment within the 
protective period as a result of the transaction herein approved and is therefore 
required to move his place of residence: 


1. If the employee owns his own home in the locality from which he is 
required to move, he shall at his option be reimbursed by his employing carrier 
for any loss suffered in the sale of his home for less than its fair value. In each case 
the fair value of the home in question shall be determined as of a date sufficiently 
prior to May 17, 1943, to be unaffected by the filing of the applications herein. 
The employing carrier shall in each instance be afforded an opportunity to purchase 
the home at such fair value before it is sold by the employee to any other person. 


2. If the employee is under a contract to purchase his home, the employing 
carrier shall protect him against loss to the extent of the fair value of any equity 
he may have in the home and in addition shall relieve him from any further 
obligation under the contract. 

3. If the employee holds unexpired lease of a dwelling occupied by him as 
his home, the employing carrier shall protect him from all loss and cost in securing 
the cancellation of his said lease. 

(b) Changes in place of residence subsequent to the initial change caused by 
the consummation of the transaction herein approved and which grow out of the 
normal exercise of seniority in accordance with working agreements are not com- 
prehended within the provisions of this condition. 

(c) No claim for loss shall be paid under the provisions of this condition which 
is not presented within one year after the date employee is required to move. 

(d) Should a controversy arise-in respect to the value of the home, the loss 
sustained in its sale, the loss under a contract for purchase, loss and cost in securing 
termination of lease, or any other question in connection with these matters, it shall 
be decided through joint conference between the representatives of the employees 
and the carrier on whose line the controversy arises and in the event they are 
unable to agree, the dispute may be referred by either party to a board of three 
competent real estate appraisers, selected in the following manner: One to be 
selected by the representatives of the employees and the carrier, respectively, and 
these two shall endeavor by agreement within ten days after their appointment to 
select the third appraiser, or to select some person authorized to name the third 
appraiser. A decision of a majority of the appraisers shall be required and said 
decision shall be final and conclusive. The salary and expenses of the third or 
neutral appraiser, including the expense of the appraisal board, shall be borne 
equally by the parties to the proceedings. All other expenses shall be paid by the 
party incurring them, including the compensation of the appraiser selected by 
such party. 
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CONDITIONS FOR PROTECTION OF EMPLOYES, COM. 
MONLY REFERRED TO AS THE BURLINGTON CONDI- 
TIONS, PRESCRIBED BY THE ILC.C. IN ITS ORDER 
ISSUED NOVEMBER 1, 1944 IN FINANCE DOCKET NO. 
14426, CHICAGO, BURLINGTON & QUINCY RAILROAD 
COMPANY ABANDONMENT 


1. If, as a result of the abandonment permitted herein, any employee of the 
Chicago, Burlington & Quincy Railroad Company, hereinafter referred to as the 
carrier, is displaced, that is, placed in a worse position with respect to his com- 
pensation and rules governing his work conditions, and so long thereafter as he is 
unable, in the exercise of his seniority rights under existing agreements, rules, 
and practices, to obtain a position producing compensation equal to or exceeding 
the compensation he received in the position from which he was displaced, he shall 
he paid a monthly displacement allowance equal to the difference between the 
monthly compensation received by him in the position in which he is retained 
and the monthly compensation received by him in the position from which he 
was displaced. The latter compensation is to be determined by dividing separately 
by 12 the total compensation received by the employee and the total time for 
which he was paid during the last 12 months in which he performed services 
immediately preceding the date of his displacement as a result of this abandonment 
(thereby producing average monthly compensation and average monthly time paid 
for in the test period). If his compensation in his retained position in any month 
is less than the aforesaid average compensation in the test period, he shall be paid 
the difference, less compensation at the rate of the position from which he was 
displaced for time lost on account of his voluntary absences in his retained or 
current position, but if in his retained position he works in any month in excess 
of the average monthly time paid for in the test period, he shall be compensated for 
the excess time at the rate of pay of the retained position; provided, however, that 
nothing herein shall operate to affect in any respect the retirement on pension or 
annuity rights and privileges in respect of any employee; provided, further, that if 
any employee elects not to exercise his seniority rights he shall be entitled to no 
allowance, and provided, further, that no allowance shall be paid to any employee 
who fails to accept employment, with seniority rights in a position, the duties of 
which he is qualified to perform. The period during which this protection is to 
be given, hereinafter called the protective period, shall extend from the date on 
which the employee was displaced to the expiration of 4 years from the effective 
date of our certificate herein; provided, however, that such protection shall not 
continue for a longer period following the effective date of our certificate herein 
than the period during which such employee was in the employ of the carrier prior 
to the effective date of our certificate. 


2. If, as a result of the abandonment herein permitted, any employee, herein- 
after referred to as a dismissed employee, of the carrier, is deprived of employment 
with said carrier because of the abolition of his position or the loss thereof as 
the result of the exercise of seniority rights by an employee whose position is 
abolished as a result of the abandonment herein permitted, he shall be accorded a 
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monthly dismissal allowance equivalent to one-twelfth of the compensation received 
by him in the last 12 months of his employment in which he earned compensation 
prior to the date he is first deprived of employment as a result of this abandonment. 
This allowance shall be made during the protective period to each dismissed employee 
while unemployed, provided, however, that no such allowance shall be paid to 
any employee who fails to accept employment, with seniority rights. in a position, 
the duties of which he is qualified to perform. 


The dismissal allowance of any dismissed employee who is otherwise employed 
shall be reduced to the extent that his combined monthly earnings in such other 
employment, any benefits received under any unemployment insurance law, and his 
dismissal allowance exceed the amount upon which his dismissal allowance is based. 
Such employee, or his representative, and the carrier, should agree upon a procedure 
by which the carrier shall be currently informed of the wages earned by such employee 
in employment other than with the carrier, and the benefits received. 


The dismissal allowance shall cease prior to the expiration of the protective 
period in the event of the failure of the employee without good cause to return 
to service after being notified by the carrier of a position, the duties of which he 
is qualified to perform and for which he is eligible, or in the event of his resignation, 
death, retirement on pension, or dismissal for good cause. 


3. No employee affected by the abandonment permitted herein shall be deprived 
during the protective period of benefits attached to his previous employment, such 
as free transportation, pensions, hospitalization, relief, et cetera, under the same 
conditions and so long as such benefits continue to be accorded to other employees on 
his home road, in active service or on furlough, as the case may be, to the extent 
that such benefits can be so maintained under present authority of law or corporate 
action or through future authorization which may be obtained. 


4. Any employee retained in the services of the carrier involved in the abandon- 
ment herein permitted, or who is later restored to service after being entitled to 
receive a dismissal allowance, and required toechange the point of his employment 
as a result of the transaction, and within the protective period is required to move 
his place of residence, shall be reimbursed for all expenses of moving his household 
and other personal effects, for the traveling expenses of himself and his immediate 
family, and for his own actual wage loss, not to exceed 2 days, the exact extent of 
the responsibility of the carrier to be agreed upon in advance by the said carrier 
and the employees affected; provided, however, that changes in place of residence, 
subsequent to the initial change caused by the abandonment, which result from the 
exercise by the employee of his seniority rights shall not be considered as within 
the foregoing provision. 


5. In the event that any dispute or controversy arises with respect to the 
protection afforded by the foregoing conditions Nos. 1, 2, 3, and 4, which cannot 
he settled by the carrier and the employee, or his authorized representatives, within 
30 days after the controversy arises, it may be referred, by either party, to an 
arbitration committee for consideration and determination, the formation of which 
committee, its duties, procedure, expenses, et cetera, shall be agreed upon by the 
carrier and the employee, or his duly authorized representatives. 
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6. (a) The following condition shall apply, to the extent it is applicable in 
zach instance, to any employee who is retained in the service of the carrier (or 
who is later restored to service after being entitled to receive a dismissal allowance), 
who is required to change the point of his employment within the protective 
period as a result of the abandonment herein permitted and is therefore required 
to move his place of residence: 


1. If the employee owns his own home in the locality from which he is required 
to move, he shall at his option be reimbursed by the carrier for any loss suffered 
in the sale of his home for less than its fair value. In each case the fair value of 
the home in question shall be determined as of a date sufficiently prior to December 
3, 1943, to be unaffected by the filing of the application herein. The carrier shall 
in each instance be afforded an opportunity to purchase the home at such fair 
value before it is sold by the employee to any other person. 


2. If the employee is under a contract to purchase his home, the carrier shall 
protect him against loss to the extent of the fair value of any equity he may 
have in the home and in addition shall relieve him from any further obligation 
under his contract. 


3. If the employee holds an unexpired lease of a dwelling occupied by him 
as his home, the carrier shall protect him from all loss and cost in securing the 
cancelation of his said lease. 


(b) Changes in place of residence subsequent to the initial change caused 
by the consummation of the abandonment herein permitted and which grow out 
of the normal exercise of seniority in accordance with working agreements are 
not comprehended within the provisions of this condition. 


(c) No claim for loss shall be paid under the provisions of this condition 
which is not presented within 1 year after the date employee is required to move. 


(d) Should a controversy arise in respect to the value of the home, the loss 
sustained in its sale, the loss under*a contract for purchase, loss and cost in 
securing termination of lease, or any other question in connection with these 
matters, it shall be decided through joint conference between the representatives 
of the employees and the carrier and in the event they are unable to agree, the 
dispute may be referred by either party to a board of three competent real estate 
appraisers, selected in the following manner: One to be selected by the representatives 
of the employees and the carrier, respectively, and these two shall endeavor by 
agreement within 10 days after their appointment to select the third appraiser, 
or to select some person authorized to name the third appraiser. A decision of a 
majority of the appraisers shall be required and said decision shall be final and 
conclusive. The salary and expenses of the third or neutral appraiser, including 
the expenses of the appraisal board, shall be borne equally by the parties to the 
proceedings. All other expenses shall be paid by the party incurring them, including 
the compensation of the appraiser selected by such party. 
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EMPLOYE PROTECTIONS IMPOSED BY THE INTERSTATE 
COMMERCE COMMISSION IN CHICAGO, ATTICA & 
SOUTHERN RR. CO. RECEIVER ABANDONMENT. 
(Finance Docket No. 13979) 


Authority to determine issues of public convenience and necessity arising from 
proposals by subject carriers to abandon, or to abandon operation of, lines or parts 
of lines of railroad, was vested in us by provisions of the Transportation Act of 1920 
that now are contained in section 1 (18-20) of the Interstate Commerce Act; and 
means are provided in section 1 (20) for preventing such abandonment unless 
and until a certificate that the present and future public convenience and necessity 
permit thereof is obtained from us. Here the statute does not expressly mention 
employees that may be affected by abandonment of railroads; but in /ntersiate 
Commerce Commission v. Railway L. E. Assn., 315 U.S. 373, the Supreme Court of the 
United States held that, in authorizing the abandonment of a railway line, we have 
authority to attach terms and conditions for the benefit of employees displaced by 
railroad abandonments. Among other things, the Court said that the phrase “public 
convenience and necessity” no less than the phrase “public interest” must be given 
a scope consistent with the broad purpose of the Transportation Act of 1920, 
namely, to provide the public with an efficient and nationally integrated railroad 
system; that clear recognition that “public convenience and necessity” includes 
consideration of effects of a proposed abandonment on the national transportation 
system appears in a previous decision of the Court’, and that, if national interests 
are to be considered in connection with an abandonment, nothing in the act indi- 
cates that the national interest in purely financial stability is to be determinative 
while the national interest in stability of labor supply available to the railroads is to 
be disregarded.” The Court said further, in effect, that the questions of whether 
terms and conditions for the protection of employees should be attached and, if so, 


of the nature and extent of such conditions, are for us to decide in the light 
of evidence. 


Facts and circumstances in various abandonment proposals presented to us 
vary widely in the situations involved. These situations fall into general groups, 
(1) abandonment of entire properties by carriers which are no longer able to 
continue the struggle for survival because of highway competition or other condi- 
tions depriving them of sufficient means of livelihood; (2) partial abandonments 
by generally unprosperous carriers in the effort to reduce expenses and thereby 
preserve service to the public on their remaining lines; and (3) abandonment of 
main lines, or parts of lines by carriers, not im extremis, where abandonment is 
warranted and desirable as a benefit to the transportation system, but, in the 
language of the court, results also in a private benefit for the railroad in the form 
of savings realized by discontinuing uneconomic service. 


Manifestly, dismissal allowances to employees cannot reasonably be required in 
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a case where the entire railroad of a carrier is permitted to be abandoned because 
it cannot make ends meet and the company is retiring from the transportation 
business, Susquehanna & N.Y. R. Co. Abandonment, 252 1. C. C. 81, 88. And, where 
curtailment of operation is permitted in the hope that some service may be contin- 
ued, this important objective might be defeated by conditions intended to compen- 
sate employees affected by partial abandonment, with the result that, instead of the 
greater good being done to the greater number, as in Baltimore Steam Packet Co. 
Acquisition and Control, 244 1. C. C. 583, 603-5, or at least some employees being 


retained, all the carrier’s employees eventually would be thrown out of work 
without recourse. 


In Chicago, B. & Q. R. Co. Abandonment, supra, the third case was presented. 
There a strong trunk-line carrier proposed to abandon an intermediate segment of a 
line roughly paralleled by another line of the same system. The amount of savings 
which the proposed abandonment was expected to make possible is not shown, but 
the record indicated that the segment in question was operated at a loss to the 
Burlington system, and we found that continued operation of the segment would 


impose an undue and unnecessary burden upon the Burlington and upon interstate 
commerce. 


The effect of this abandonment upon employees was not definitely ascertainable 
in advance of the fact. We said: 


Obviously the effect of any abandonment upon employees cannot be determined definitely 
until the abandonment is actually accomplished. It is our judgment that in cases of the character 
herein involved, protection should be afforded employees adversely affected, and that the 
carriers and the employees should be advised of our views with respect to the measure of such 


protection * * * (Italics supplied.) 

Accordingly, we issued a certificate permitting the proposed abandonment upon 
express conditions stated in six serially numbered paragraphs covering displacement 
allowances, dismissal allowances, and other compensation for employees forced from 


their work or, in following the same in the exercise of seniority rights, forced to 
remove to other places of residence. 


These examples sufficiently demonstrate the need for the exercise of wise 
discretion in determining, in the light of the evidence in each case, what conditions, 


if any, should be attached in abandonment proceedings for the protection of 
employees. 


"Colorado Vv. United States, 271 U.S. 153. 
“United States v. Lowden, 308 U. S. 225. 
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Mr. Harrison. Therefore, we wanted to amend the present law to 
substantially provide the same benefits for employees adversely af- 
fected on an individual railroad where we have intracarrier mergers, 
in whole or in part, of the facilities, or the relocation of the facilities 
that result in unemployment. 

The benefits are not quite as liberal in our proposal in S, 1318 as 
they are in the 1936 collective-bargaining agreement for interrailroad 
consolidations, but they do, in general, follow that pattern of benefits. 

Now, I have caused to be made a study of the adverse effects upon 
the employees of these intracarrier consolidations of facilities and de- 
partments, services, relocations, as a part of the intracarrier merger, 
or consolidation of facilities and services. 

I wanted to give the committee the benefit of the results of that 
study, but eer and by way of background explanation, be- 
fore filing that material with the committee, if it is agreeable, I would 
like to recount some recent changes that will pretty much describe to 
the committee the problem that confronts railroad employees in this 
area, 

About the middle of March, March 16 to be precise and exact about 
it, the M. K. & T. posted a notice on the office door at Parsons, Kans., 
that the employees had an opportunity to see for the first time on 
Monday morning when they reported for work—the door was locked, 
and the notice said your jobs are abolished, and if you want to work 
for this railroad report to Denison, Tex., on Wednesday morning. 

There are 125 employees in the accounting department at Parsons, 
Kans., in the stores department at Parsons, Kans., who worked up 
to Friday and Saturday nights, and then they showed up on Monday 
morning and the door was locked. 

They couldn’t get in, and the notice was on the door that your jobs 
are abolished and if you want to work for this company report to Deni- 
son, Tex., Wednesday morning. 

Well, you can imagine the reaction of the employees under those 
circumstances. Not even the courtesy or the decency to give them a 
little advance notice of what was going to happen, much less provide 
some means of meeting the beihdeme precipitantly and wholly un- 
expectedly imposed upon those workers. 

Well, the people of that area, as well as the Governor of the State, 
and the administration of the city of Parsons, became so excited and 
so disturbed about such actions that they rushed into the Federal court 
and got a temporary restraining order against moving those facilities 
in behalf of the State of Kansas and the city of Parsons. 

Nevertheless, the railroads spotted baggage cars in the middle of 
the night on Saturday and Sunday and loaded the records and got 
them out of town. 

Well, I had a lot of people stranded in Parsons, Kans. Unfortunate- 
ly, human beings cannot se on paved streets. They have got to have 
the necessities of life and the way most of them have to get the neces- 
sities of life is to be engaged in some gainful employment. 

Now, I have in my hand, which I would like to put in the record, an 
editorial from the Christian Science Monitor, of the week following 
March 16, dealing with this Katy situation. 

On Monday morning, just a week ago, 125 employees of the accounting de- 


partment and headquarters of the Missouri-Kansas-Texas Railroad, in St. 
Louis, arrived, as usual, to begin the day. 
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Now, the same thing that had happened at Parsons happened at 
St. Louis the following week. The employees worked up to Friday 
night; they were going to come back Siowdde morning and go to 
work. The door was locked. The notice was on the door: If you 
want to work, go to Denison, Tex. They sent trucks to St. Louis 
general offices on Saturday night and Sunday and loaded the desks 
and records and other equipment and slipped it out of town. 

So this editorial refers to both the St. Louis and the Parsons cases: 


They found the office door locked and an armed guard, armed railway guard, 
outside the door. Posted was a printed notice which said, in effect, this office 
has been moved to Denison, Tex. (some 600 miles away); those who wish to 
continue their employment must report to the office at Denison by 8:30 Wed- 
nesday morning. The railroad will furnish transportation of persons and house- 
hold goods—48 hours in which to pull up roots and begin new lives, 3 States 
away. 

Some of the employees had worked in the old office between 30 and 40 years. 
Many had left personal belongings, spectacles, money, uncashed checks, in desks 
that had been sped on their way over the weekend. None of them had had 
any warning. The company had recently denied rumors that any move was 
contemplated. 

The M. K. & T. had elected a young president recently who was faced with 
the necessity of making economies. This, apparently, is of one of the ways 
that economizing is being done. 

An act such as this has one merit: it exhumes a bit of the past against 
which to measure the progress of industry practices since the 14-hour day a 
century ago. 

Management appears as indignant as do the unions. The chamber of com- 
merce of metropolitan St. Louis immediately expelled the M. K. & T. Railroad 
membership and returned in full its current dues. 

The chamber of commerce. 

The occurrence may have still another merit: It may help some people to 
understand why so many workers, even in the face of fair wages and hours, 
wish to cling to some form of protective organization of their own. 


That is the Christian Science Monitor commenting on the situation 
editorially on this kind of brutal treatment in the year 1957 of human 
on engaged in this all-important basic railroad transportation 
industry. 

There are those people stranded in Parsons and St. Louis. So I 
wanted to give the committee just a little human interest story about 
those individuals, what those individuals were confronted with. 

Some of them owned homes, buying them, had mortgages. Many 
of them owed debts to merchants in the cities. Many of them had 
invalid parents that they were supporting. Some few of them were 
crippled and unable to travel hou and forth because they could not 
relocate their homes. Many of them were entirely deprived of em- 
ployment because the merger was designed to eliminate jobs. The 
jobs of many of the employees were discontinued. 

They are among the ranks of the unemployed in Parsons, Kans., and 
in St. Louis, Mo. 

The problem in Parsons, Kans., is a more aggravated and difficult 
one than the es at St. Louis. Parson, Kans., as the committee 
will perhaps know, is pretty much a railroad town. When you pull 
up railroad facilities and destroy railroad jobs, you shake the whole 
economy of the town. Property values go down. There are no other 
employment opportunities. You are stranded, faced with the prob- 
lem of relocating or shifting as best you can after your meager un- 
employment benefits presently available, of 26 weeks, of a maximum 
of $42.50 a week, are exhausted. 


eS 
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We hope in S. 1318 to liberalize those benefits by extending the pe- 
riod to a maximum of the equivalent of 60 months for employees hav- 
ing various investments in the industry in the way of their services, 
as compensation for them until they can be retrained and relocated 
and refitted into gainful occupation. ‘ 

Some of these individuals have been in the service of that railroad 
as long as 40 years, unable to cease employment because of their 
economic circumstances. ; 

Now, the story that I have told about Parsons, Kans., and St. Louis, 
Mo., could be told in innumerable other cases. 

However, let it be said that other railroad managements were not as 
hardhearted and as ruthless as the Katy management, because they do, 
generally, give the employees a little advance notice, but that is about 
all they get. You are going to be moved. If you want to work for 
us, get your bag and baggage and go. 

I Mr. Lyon will give me those mimeographed exhibits, I would 
like to just review 1 or 2 examples. 

Senator Morse. We have them in front of us, Mr. Harrison. 

I wonder if you would identify the entire set so I can have it in- 
corporated in the record with your identification at this point. Then 
we can take the parts up individually. 

Mr. Harrison. Thank you very much. 

I will be very glad to do that, starting in the order in which they 
were handed to the committee. 

I now wish to present for the benefit of the record an exhibit con- 
sisting of a number of pages identified as New York Central, Boston 
& Albany, Pennsylvania, Chesapeake & Ohio, Gulf Coast Lines, Great 
Northern, Missouri-Kansas-Texas 

Senator Morsr. These exhibits bear upon what general subject? 
For descriptive purposes, will you just describe them ? 

Mr. Harrison. And the C. & N. W. Railroad. 

They contain information resulting from a survey made at my di- 
rection of the individual employees directly and adversely affected 
by recent railroad changes in the nature of mergers of intracarrier 
facilities and relocation of points of employment. 

Senator Morse. Without objection, the exhibits as identified by the 
witness will be incorporated at this point in the record. 

(The exhibits referred to follow :) 
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Mr. Harrison. Taking that portion of the exhibit dealing with 
Missouri-Kansas-Texas Railroad Co., you will notice at the top of 
the first page the following: 

“Data on employees who were left without employment when the 
— department at Parsons, Kans., was abolished during March 
1957. 

Then appears in the left-hand column the names of employees. In 
the next column, the age; the next column, marital status; next 
column, years of service; next column, children; next column, home- 
owner, rent, lease; next column, reason for not moving; next column, 
gross monthly pay. 

The gross pay is that gross pay received on the job last employed 
preceding the movement from Parsons to Denison, Tex. 

Take the first one, Milton L. Dillen; he is a typical example. He 
is age 56, married, 14 years service, 7 children, owned his own home 
in Parsons, unable to get a job even though he was willing to move. 

His last rate of pay was $300. 

Senator Morsr. May I ask a question about that ? 

Mr. Harrison. Certainly, sir. 

Senator Morse. You say, although he was willing to move, he was 
unable to get a job? I understood your testimony to say that the 
company posted this notice on the job and the notice indicated that if 
they wanted to continue to work for the company, they would report 
in Texas Wednesday morning. 

Mr. Harrison. That’s right. 

Senator Morse. I assumed from that it clearly implied they would 
be put to work. Do I understand that Mr. Dillen, to take an example, 
had he gone to Texas following that notice, there would have been no 
job waiting for him? 

Mr. Harrison. There would not have been a job waiting for him. 

The notice said that if they wished to work for the railroad, they 
should report to Denison, but that was understood, if there were any 
jobs available at Denison. It was up to them to make inquiry before 
they ever made any arrangements to go to Denison, whether or not 
there would be a job there for them. 

Senator Morse. Do you havea copy of that notice ? 

Mr. Harrison. No, but I shall supply it. I don’t have that file with 
me. 

Senator Morsr. The Chairman requests to have inserted at this point 
a copy of the notice that was posted. 

(A letter subsequently received by the subcommittee, and a copy of 
the notice referred to follow :) 

GRAND LODGE, 
BROTHERHOOD OF RAILWAY AND STEAMSHIP CLERKS, 
FREIGHT HANDLERS, EXPRESS AND STATION EMPLOYES, 
Cincinnati 2, Ohio, May 13, 1957. 

Subject: Railroad Retirement Act, proposed amendments; Railroad Unemploy- 

ment Insurance Act, proposed amendments. 
Mr. Stewart E. McCroure, 

Staff Director, Senate Committee on Labor and Public Welfare, 

Senate Office Building, Washington, D. C. 


Deak Sire: During hearing conducted by Senator Morse on S. 1630 and S. 1313, 
on May 8, 1957, Senator Allott made request that I file with the committee copies 
of notices posted by the Missouri-Kansas-Texas Railroad officials on the office 
doors at Parsons, Kans., and St. Louis, Mo., abruptly advising employees working 
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in those offices that their positions had been abolished and/or transferred to 
Denison, Tex. 

I am enclosing herewith 10 copies of notice posted by Assistant Auditor Schulz 
on the doors of the 2 offices at Parsons, Kans. It will be observed this notice 
was posted on Sunday, March 17, 1957, and many of the employees had no knowl- 
edge of carrier’s action until they reported for work Monday, March 18, 1957. 

I am also furnishing you herewith 3 copies of the Parsons Sun Monday eve- 
ning, March 18, which I feel is material and will be of interest to the committee. 
These 3 copies are all that are available from the publisher of this paper. 

I am also furnishing you with 10 copies of undated notice which greeted the 
Missouri-Kansas-Texas employees when they reported for work at St. Louis on 
Monday, March 25. 

I am endeavoring to obtain copies of the St. Louis Post Dispatch for March 25, 
1957, and if they are obtained they will be furnished to your committee. 

I feel your committee will agree that the actions of the Missouri-Kansas-Texas 
Railroad officials in these instances disclose an utter disregard for the employees 
who have devoted their lives to the service of this carrier, and we strongly feel 
that everything possible should be done to avoid similar treatment being accorded 
to remaining employees of this carrier or employees of other carriers. 

Yours very truly, 


Geo. M. Harrison, Grand President. 
[Enclosures] 


(The following notice was posted on the office door Sunday, March 17, 1957, by 
Mr. F. A. Schulz, assistant auditor in charge of both the assistant auditor’s office 
and the car accounting office at Parsons, Kans. ) 


MaAkcH 17, 1957. 
NOTICE 


Effective today this office is abolished. Please contact me tomorrow. 
F. A. SCHULZ. 


(The following is an exact copy of notice found on the office door when M—K~T 
employees reported for work Monday, March 25, 1957. Messrs. Hennelly and 
Stephenson mentioned in the above notice are assistant auditor and comp- 
troller, respectively.) 

This office was transferred to Denison, Tex., March 23 and the employees who 
desire to transfer with report to Denison for duty starting at 8 a.m. Wednes- 
day, March 27, 1957. Pullman ears for the exclusive use of our employees 
will be attached to the head end of the Texas Special (train No. 1) leaving St. 
Louis 5:40 p. m. Tuesday, March 26. You will be permitted to stay in these 
ears at Denison for a period of 1 week, and you will be allowed $4 per day for 
meals for the period you occupy the pullman cars. You are excused and will be- 
paid your wages for March 25 and 26 are those who do not desire to transfer and 
who are entitled to vacation will be paid for their vacation on the next rolls. 
The railroad will reimburse those employees who move their household effects 
to Denison. 

Advise Mr. W. J. Hennelly if you will transfer to Denison and if you will occupy 
pullman cars. 


J.T. STEPHENSON. 


[From the Parsons (Kans.) Sun, March 18, 1957] 
AFTER DARK TRANSFER HALTED—STATE BLocKks Katy Move 
COURT ORDER BUCKS DERAMUS ON REMOVAL OF OFFICE FILES 


The State of Kansas, in a dramatic move, early today obtained a court order 
to prevent removal of Katy Railroad accounting office files and equipment from 
Parsons to Denison, Tex. 

The action brought to issue a larger question—an agreement made by the 
railroad with the State regarding maintenance of office personnel and shop 
forces in Parsons. 

John Anderson, Jr., State attorney general, moved swiftly to obtain a tem- 
porary injunction against the railroad after he was informed records and 
equipment from the accounting office here were being loaded in the dark of 
the night on a baggage car destined for Denison. 





— 
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Anderson’s action came only 36 hours after he had written a letter to William 
N. Deramus III, Katy president, inquiring of the railroad’s plans for future 
employment in Parsons and referring to the agreement made by the Katy with 
the State in 1923 on facilities here. 

The attorney general had received no reply from Deramus’ letter at the time 
he ordered steps taken to prevent removal of the accounting records from the 
State. 

DEEP CUTS HERE 


The State injunction followed drastic retrenchment of Katy forces in Parsons, 
ordered by Deramus in a reorganization of the railroad. 

Reports came last last week that the Katy planned to center all of its activities 
in Denison. The Denison Herald, in yesterday’s issue, reported preparations 
continued at a “feverish pace” over the weekend and said buildings were being 
readied “on an emergency basis” in Denison for Katy office personnel. 

Several hundred employees of the railroad in Parsons have been fired in 
recent weeks, most of them with little or no notice. No department of the 
railroad escaped the general ax-swinging. 

It was an abrupt abolishment of the accounting office here which precipitated 
the State’s court action. 

Accounting employees learned yesterday afternoon that a notice had been 
posted on doors of the offices on the third floor of the Katy passenger station 
and general office building here. 


STAFF OF 45-50 


Individually and in small groups they went to the building to read the brief 
notice which said simply that the office was being abolished as of “today, March 
17.” It was signed by F. A. Schulz, assistant auditor. The office had 45 to 50 
employees. 

Then came word early last night that a baggage car had been moved to the 
station platform and was to be loaded with records and equipment from the 
accounting office. The supposition was that the car was to go to Denison on a 
southbound passenger train scheduled to leave Parsons at 12:15 a. m. 

A crew of Katy employees began loading the car about 8 p. m. and activity was 
directed to an obvious although unannounced deadline. 

The work was carried on in almost total darkness on the platform. Brilliant 
station platform lights were turned off. An extension cord ran from the station 
to the car, providing faint light for the interior where workmen were loading 
the files and equipment. 

Anderson was notified at his home in Topeka of developments. Soon he 
decided upon a course of action. 

Glenn Jones, Parsons lawyer and city attorney here, was appointed a special 
asSistant attorney general to prepare the application for a temporary injunction 
and other necessary legal papers. 

Shortly before midnight Jones went to the office of District Judge Hal Hyler, 
who had been notified earlier of the pending court application. 

At 12:01 a. m. Judge Hyler signed the court order. He could not act earlier 
because yesterday was Sunday and legal action on that day would not be valid. 


SERVED ON SUPERINTENDENT 


Th> judge dispatched L. E. Gray, a deputy sheriff, to the station platform with 
the order. Gray served it on O. L. Crain, division superintendent, who was there 
at the time. 

Crain took the order, went to his office on the se ond floor of the station build- 
ng, and presumably conferred by telephone with superiors. 

He returned to the platform a few minutes later and informed a waiting switch 
crew “the car won’t move tonight.” 

The train carrying the car of records was due to leave Parsons at 12:15 a. m., 
but was a few minutes late in arriving from Kansas City and didn’t leave here 
until about 12: 30 a. m. 

Anderson’s application for an injunction alleged the Katy was not in compli- 
ance with its agreement to maintain specified office and shop forces in Parsons. 

It set out the fact that on March 16 (Saturday), the attorney general re- 
quested information on its compliance in a letter to Deramus. 
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Then on March 17 (Sunday) the application went on, “the defendant has posted 
in its office in Parsons notices of the abolishment of the accounting offices in 
Parsons and began the removal of its records to Texas.” 

The attorney general charged that Katy is violating its agreement and asked 
that it be temporarily and permanently enjoined from further violations. 

Judge Hyler set 9 a. m. April 30 as the date for a hearing on the permanent 
injunction. 

Attempts had been made in recent weeks by civic interests in Parsons to con- 
tact Deramus for a discussion about the reorganization plans as they affected em- 
ployment here. 

Although Parsons had been a center of Katy activity for 86 years and in fact 
is named after the first president of the railroad, Deramus rebuffed all overtures. 
He had no statements to make. 

Wholesale firing of employees here continued in the meantime. A few were 
transferred to Denison. Stores department equipment was moved there last 
week, although part of the stock was retained here. 


LONG HISTORY OF LITIGATION 


Litigation between the Katy and State of Kansas over the extent of its fa- 
cilities in Parsons is nothing new. It dates back to 1914. 

John 8S. Dawson, then attorney general, went into Montgomery County district 
court to obtain an order against the Katy directing it to maintain certain forces 
here. 

The railroad submitted to a consent decree which set out that it was to main- 
tain aggregate office forces between 347 and 377 persons in Parsons and also to 
operate its locomotive shops here on a permanent basis. 

“All duties and obligations imposed by this decree shall run with the property 
of this defendant corporation (the Katy) as long as it is used for railroad pur- 
poses,” the consent decree said. 

Dawson said after the settlement that the Katy “is bound to comply with State 
law” and that the decree put “at rest forever” any question about permanency 
of Katy shops and offices here. 

Then in 1923 the Katy made an agreement with the old Kansas Public Utilities 
Commission, a forerunner to the present State corporation commission. 


ON 1914 TERMS 


The agreement was, in effect, an affirmation of the earlier court order and 
specified that the Katy would maintain forces here in line with the 1914 consent 
decree. 

Anderson, in his letter to Deramus Saturday, mentioned the 1923 agreement 
and said “there is some uncertainty as to the ultimate intent on the part of your 
company” about employment in Parsons. 

“It will be appreciated if either the Corporation Commission of the State of 
Kansas or this office could be favored with a reply from you concerning this 
matter,” the attorney general went on. 

The attempted move of the accounting office followed yesterday. 


NO OFFICIALS TALKING 


The Denison Herald story yesterday about office remodeling activity there said: 

“Against a background of complete official silence on the part of Katy spokes- 
men, scores of craftsmen are working on an emergency basis readying the Barrett 
Building (a former YMCA structure) and the former Griffin Grocery Co. building 
south of the depot on Main Street, to house executives and officeworkers. 

“Offices also are being shifted and space enlarged at several point in the depot 
building, a third point of expansion in the local program,” 

The Denison story said “the first wave of workers is expected Monday, prin- 
cipally from Dallas, when the legal and auditing forces are supposed to open 
shop on the second and third floors of the Barrett Building. 


FLOOR SPACE PARTITIONED 


“Meanwhile the 30,000 square feet of floor space in the Griffin Building is 
being partitioned into offices and otherwise remodeled in an all-out operation. 
Rumor has it that these quarters must be ready for another influx of office 
personnel next weekend.” 
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The Herald noted “further activity has been noted at the car shop offices on 
South Mirick Avenue where it is understood that the purchasing department, 
headed by S. A. Hayden, of St. Louis, and the stores department, headed by 


Charles Reasoner of Parsons, Kans., a former Denisonian, are supposed to begin 
operations Monday (today). 


“Newsmen at many points continued Saturday to be blocked at every turn in 
their efforts to obtain official comment on the nature and schedule scope of the 
office consolidation,” the Herald said. Railroad officials apparently were stick- 


ing to their indicated plan of leaving their talking until the deed had been 
accomplished. 


The newspaper said there was no estimate available in Denison Saturday on 
the total number of jobs that might be taken to Denison. 


Strictly on a rumor basis, the opening phase of the consolidation may bring 


some 200 employees here, with the final count perhaps twice that figure or even 
more. 


The Herald ran three pictures on the front page of its Sunday edition showing 


remodeling work going on in various places in Denison in connection with the 
Katy program. 


On page 2, it ran a two-column picture of Deramus as the man who engineers 
Katy consolidation. 


Deramus took over the presidency of the Katy in January, succeeding Donald 
V. Fraser who now is chairman of the board. 


The young president—he’s 41—held a similar position on the Chicago Great 
Western before coming to the Katy. He visited Parsons several times on an 
inspection trip of the railroad, but has not been here in recent weeks. Most of 
the time, it is understood, he has been in his office in Kansas City. Katy 
executive offices have been located in St. Louis. 

Mr. Harrison. Let’s take the next one, Helen O’Brien. 

Senator Atiorr. May I ask this question at that point, because I am 
a little bit uncertain from the remarks you have made? 

Now, in these situations where you have “force reduced,” do I 
assume that means there was actually a force reduction and that they 
had no opportunity to go to work ¢ 

Mr. Harrison. Yes, sir. 

Senator Atiorr. What is the difference between “force reduced” and 
“no opportunity” ? 

Mr. Harrison. I think it would be one and the same thing, Senator. 

Let me explain what happened. They abolished all the jobs at Par- 
sons in this particular department. They merged the work previously 
done at Parsons, Kans., with similar work at Denison, Tex. It did not 
require the previous force at Denison, and the previous force at Par- 
sons to do the work because it was consolidated. It took a lesser num- 
ber of employees. 

There were some jobs available at Denison for employees previously 
working at Parsons, but there were not enough jobs at Denison as a 
result of the merger to supply all of the Parsons employees with jobs. 

Jonsequently, some of the Parsons employees were unemployed. 

Senator Auttorr. May I ask this: Does this “no opportunity” mean 
that these people did actually try? 

You have other reasons here, and one of them is, “did not want to 
leave,” and then on the back page I see one, “farming,” and another 
one, an invalid mother and supporting two sisters, but do these “no 
opportunities” and “force reduced” mean that these people did ac- 
tually make application or 





Mr. Harrison. They were willing to go even under the burden, but 
there was no opportunity for employment for them at Denison, Tex. 

Senator Atuorr. That would apply to all that you have categor- 
ized as “force reduced.” 

Mr. Harrison. No opportunity. 
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Senator Axuorr. I just wanted to get straight what those two re- 
marks meant. 

Mr. Harrison. Wherever the exhibit shows “force reduced,” and 
“no opportunity,” that means that they did not have sufficient seniority 
rights to claim a job in the merged operation at Denison, Tex., and 

they become unemployed as a result of the change in the location of 
the work. 

Senator Axxorr. I think that clears up my question. 

Mr. Harrison. The other portions of the exhibit reflect generally 
the same information. 

If you will turn to the C. & N. W. Railroad exhibit 

Senator Allott. Before we leave this one, may I inquire did I un- 
derstand in your previous testimony you said there were 125 of these 
people ? 

Mr. Harrison. 125 at St. Louis. 

Senator Atxorr. In Parsons? 

Mr. Harrison. Approximately 125 in Parsons. 

Senator Atiorr. Now, about 50 names categorized here 

Mr. Harrison. I think that includes about the number. 

Senator AuLorr. Do you know what the number is? So that would 
leave 75 who, in the Parsons instance, did move, but about 50 or two- 
thirds of the amount who—about that part who stayed there? 

Mr. Harrison. I think that is about right, Senator. 

Senator Atxorr. Is that about the picture? 

Mr. Harrison. I would like to comment on the C. & N. W. Railroad 
exhibit because it represents a different method of dealing with this 
same problem. 

Senator Morse. One other question about the Katy case: As to 
those who did move, and did start out with employment in Denison, I 
suppose it is too early to get clearly on the record what happened to 
them in this new employment ? 

I am thinking, of course, again of the seniority problem. They 
would be among the first to be bumped ? 

Mr. Harrison. I can furnish that information if you wish it, Sena- 
tor. Ihave it right now in my head, and I can give it to you. 

Immediately this change was made, our representative on the M—K-T 
Railroad contacted management officials and insisted on a conference 
to see what could be done in respect to alleviating the burdens and 
protecting the rights and interests of the employees. 

A collective-bar gaining agreement was consummated within 2 weeks 
after the change was made in the location. It provided that those em- 
ployees that had sufficient seniority to claim an available job at Deni- 
son, Tex., would have the right to go to Denison, take with them their 
accumulated senior ity. The railroad would pay the moving expenses 
of the household goods and tr ansport the employee to Denison, Tex. 

No provisions were made to relieve them of their lease obligations in 
Parsons; no provisions were made to relieve them of their homes that 
they were buying, or what they may have owned and paid for com- 
pletely. They were given an arbitrary amount of 10 cents an hour 
for 1 year to assist in meeting some of the unusual expenses imposed 


on them through the necessity of setting up new living quarters in 
Denison, Tex. 
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As you know, when you change your residence from one place to 
another, your shades don’t fit and your rugs don’t fit and you have to 
buy a lot of stuff in order to get back in business, to say nothing about 
meeting your living expenses until you can get back in business through 
the reestablishment of your home. ‘ 

But that was a minimum. The problem I am concerned about are 
the unfortunates that were left stranded with no jobs. Those are the 
people I am concerned about here. 

The other fellow is working, even though it is under burdensome 
conditions. We are not proposing anything here on that. What we 
are trying to do here is to extend the benefit period for which unem- 
ployment benefits will be paid. 

What I have said about the Katy is reflected as a general situation 
in the C. & N. W., although it is an intercarrier merger. All of these 
employees shown on the C. & N. W. exhibit were entitled to the bene- 
fits of the Washington agreement of 1936 because it was an intercarrier 
consolidation, namely, the C. & N. W. and the C. St. P. M.& O. The 
C. St. P. M. & O. were moved from St. Paul to Chicago and merged 
with C. & N. W. offices. So you have here a contrast of treatment. 
You have an intracarrier merger on the Katy with no consideration 
whatever for the employees. 

Here you have an intercarrier consolidation on the Omaha, C. & 
N. W. Railroads with benefits available to the employees of the gen- 
eral scope that we are proposing in S. 1313 to cover such victims as 
we have indicated on the Katy Railroad. 

Now, I don’t think the committee has a copy of the benefits in the 
1936 agreement, so I want to file a copy of that agreement with the 
committee. 

Senator Morse. Mr. Reporter, the copy of the agreement will be 
inserted in the record at that point of Mr. Harrison’s testimony when 
he first discussed the 1936 agreement, at that point in the record where 
that agreement should go. 

Mr. Harrison. We shall supply the committee with sufficient copies. 

A similar situation is reflected by the exhibit dealing with the 
Chesapeake & Ohio Railroad. It is a situation similar to that on 
the M. K. & T., but without the arbitrary action that took place 
there. 

Senator Morse. You are through now with the C. & N. W.? 

Mr. Harrison. The C. & O. 

Senator Morse. The Chicago-Northwestern Railway case? 

Mr. Harrison. Yes. 

Senator Morse. Now we turn tothe C. & O.? 

Mr. Harrison. But because there were two railroads involved, the 
C. & O. Railroad and the Pere Marquette, which is part of the C. & O. 
system, but for collective-bargaining purposes, two separate railroads. 

Those employees adversely affected got the benefits of the 1936 
Washington agreement. 

On the other hand, on the New York Central, which is shown by 
a part of the exhibit, those employees were exposed and did not have 
available any benefits whatever except the present unemployment 
insurance benefits. They were the same burdened employees as the 
Katy employees because it was an intracarrier change. 

Senator Morse. Just scanning the exhibit on the New York Cen- 
tral, it involves four different cases of employee transfers? 
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Mr. Harrison. Yes; at different points, four different types of 
transfers. 

Now, I think I have said sufficient to the committee without burden- 
ing the record to indicate to you the type of problem we have. 

Senator Morsr. Without reference to the other parts of this ex- 
hibit, what you already have testified to you would have the com- 
mittee apply also to the Pennsylvania Railroad cases, Boston & A1- 
bany, Gulf Coast Lines, the Missouri and the Great Northern ? 

Mr. Harrison. The Pennsylvania Railroad was an intracarrier 
change. The Gulf Coast Lines was a merger with the Missouri Pa- 
cific, so that was an intercarrier change. 

The employees were entitled to the 1936 agreement. 

Senator Morsr. The burden of your testimony with regard to this 
exhibit, if I understand you correctly, is that 1f the committee will 
study the interline cases, they will find that the 1936 Washington 
agreement applied which gave the employees certain benefits. 

As we study the intraline consolidations and mergers, we will find 
that there was no relief available to the employees, at least along 
the lines and to the extent of the 1936 Washington agreement ? 

Mr. Harrison. There was no relief available other than the present 
benefits provided by the Federal Railroad Unemployment Insurance 
Act, which we are seeking here to get amended and liberalized to 
give substantially the same benefits as the 1936 Washington agree- 
ment applies in instances of intercarrier consolidations. 

Now, the other matter I wanted to comment on briefly is the 
proposal—— 

Senator Attorr. May I remark there that you, of course, have had 
an opportunity to study these exhibits; we have not. I notice in the 
ease of the Katy, M-K-T, I guess that is the one they call the Katy 
ordinarily, isn’t it ? 

Mr. Harrison. Yes, sir. 

Senator Attorr. Which is a very blatant example—I agree with you 
completely ; I couldn’t agree with you more—it is also one of the very 
good reasons why men still need unions to take care of them. 

The reasons in the Katy thing, I notice, differ quite a bit fron 
the reasons in the New York Central, for example and some of these 
others. 

For example, particularly with the New York Central, I see that 
most of these seem to be for personal reasons. The overriding reasor 
was that they didn’t want to leave home, or that their folks lived 
there, or they could see no future in this kind of work, as one of the 
remarks. 

Another one has a farm; a lot of them did not want to leave Buffalo; 
was able to obtain job locally. 

Now, I notice that those reasons are completely different from the 
rather unusual or, I will say, extreme situation created in the M. K. & T. 
situation. 

Mr. Harrison. Senator, would you just look a little further in that 
New York Central exhibit? 

Senator Atnorr. As I say, I have not had an opportunity to study it. 

Mr. Harrison. Skip the first eight pages and then you will find that 
is pretty much the same as the Katy. However, your observations 
are right. The first eight pages indicate personal reasons rather than 
lack of available employment. But in making this survey, we didn’t 
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want to come in here with just part of the facts. We wanted to bring 
all of the facts. 

Senator Axxort. I think it might be also good for the record—would 
you mind telling how you made this survey, in a general way? Did 
you do it through union representatives locally? Is that the way 
you accomplished this survey ? 

Mr. Harrison. The survey was made in this general manner: I 
wrote a letter to our representative on each of the individual railroads, 
our bargaining representative, and said to him, I wish you would as- 
sign your local union representative at each of these points to per- 
sonally interview all of these employees and get answers to the fol- 
lowing questions, and then I outlined the questions that are reflected 
by the headings of the various columns shown on the exhibit. 

Senator Atxorr. Thank you, sir. It is well to have the record show 
the method used in making the survey. 

The survey isn’t much good unless people know how it is made. 

Referring to the New Fork Central, I seem to have duplicate sets 
of numbering, but on page 3, which is my second page in the New 
York Central, I find a group of things marked, “insufficient seniority.” 
We had some discussion about this situation in committee the other 
day, and about the limitation of union rules on transfers. 

I wish, if you would, that you would make just a few comments 
about that because it seemed to me that in some instances, I am sure 
that I don’t know the area well, but in some instances it seems to be 
that it is the rules of the union which operate against union men them- 
selves—would you mind explaining that ? 

Mr. Harrison. Let me assure you, Senator, that is not the case here. 

Senator Atxorr. I am sure it is not. Iam sure there are good rea- 
sons for having established that, but as I understand it, it is the rules 
of the union which keep these people from establishing seniority. 
That is what I would like you to comment on, to explain it for me. 

Mr. Harrison. Very well, and I appreciate the opportunity. 

The policy of our union, declared by our international convention 
many years ago, is that when an employee’s position, or his work is 
merged or transferred to another location, he shall have prior rights 
to follow his position or his work if he has sufficient seniority to claim 
employment. Otherwise, he is furloughed or, as a fellow would say, 
he is without employment. 

We enforce that arrangement religiously, as a fellow would say, 
without exception in our organization, and it is in essence exactly the 
same as the provisions that you will find in the 1936 agreement. The 
1936 agreement covering the intercarrier consolidations provides that 
the employees of both railroads involved shall get a fair proportion 
of the available jobs in the merged operation. 

Senator Atiorr. Could we bring this down to a specific instance 
and tell me how it works? 

Mr. Harrison. Yes. 

Senator Autorr. Let’s take a specific job. 

Mr. Harrison. Let’s take the Katy situation, for instance, as well 
as where jobs are available. 

Senator Atxorr. Let’s don’t use that one because that is a very un- 
usual situation and a very extreme situation. 

Mr. Harrison. Only to the extent of the arbitrary action of short 
notice, or no notice. 
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Senator Attorr. Let’s separate it. Use your New York Central or 
Pennsylvania or one of these others. 

Mr. Harrison. Let’s take the Pennsylvania. 

When they decided to merge certain departments on the Pennsyl- 

vania Railroad, our representatives on the Pennsylvania Railroad 
met with the management. They agreed that the employees would be 
permitted to follow their positions or the work so far as the positions 
or work were available at the relocation. 

They would take with them their seniority and it would be merged 
with the seniority 

Senator At.orr. So that an individual man—this is what I am try- 
ing to get at—maybe I haven’t made myself clear—an individual man, 
John Smith, who had the specific job, would it be fair to say, as a 
fireman at one location 

Mr. Harrison. Could I talk about a clerk? I know more about that. 

Senator Auuorr. Let’s talk about a clerk. That is what I am trying 
to get down to now, not how the union negotiates. I want to know how 
it affects the individual. 

So if you would follow through with one individual, and what 
would happen to him, it would greatly clarify this picture. 

Mr. Harrtson. Let's take an individual working at Philadelphia. 
His job is being transferred to Harrisburg, Pa., which is a separate 
seniority district from the Pennsylvania district. There were two 
previously separate seniority districts: One man working at Phila- 
delphia, his job was being transferred to Harrisburg in the service of 
the same railroad, because there was a consolidation of the Philadel- 
phia department with the Harrisburg department. 

There was a job available for the individual at Philadelphia at 
Harrisburg. There was no force reduction. The Philadelphia em- 
ployee would have the right, under our contract with the Pennsyl- 
vania Railroad, to follow his job when it was moved from Philadel- 
phia to Harrisburg. He would take with him to the Harrisburg 
seniority roster his accumulated seniority rights that he had on the 
Philadelphia roster. 

The net result would be that he would be relocated at Harrisburg. 
He would still retain his accumulated seniority rights. Now, let’s take 
a second employee at Philadelphia- 

Senator At.orr. Under your first example, the man would be based 
upon where the job itself was, transferred ? 

Mr. Harrison. And employment was available at Harrisburg. 

Senator Atiorr. And employment was available. All right, sir. 

Mr. Harrison. Take a second illustration. A second employee at 
Philadelphia was involved in this transfer of work from Philadelphia 
to Harrisburg but, because of the consolidation at Harrisburg, there 
was no job avs ailable. 

There were no jobs left in his seniority district in Philadelphia, on 
which he could displace other employees his junior. Then he becomes 
unemployed. A1l he has available is the existing unemployment bene- 
fits of 26 weeks with a maximum of $8.50 a day. 

Senator Attorr. Then this does work out that in the event a person, 
we will say a chief clerk or something like that, through curtailment in 
his own district, even though he may have 25 years of service, moves, 
would be forced to move or look for a job because the facilities at his 
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home are closed down or discontinued, or we won’t say transferred, 
because that raises a different question, but are closed down or dis- 
continued, his long service then gives him no right at any other point 
in that railroad which would enable him to bump anyone with less 
service than he; is that correct? 

Mr. Harrison. That is correct. 

By way of explanation, generally speaking, seniority districts com- 
prise the geographical area under the supervision of an operating 
division superintendent, and if you have 20 operating divisions, you 
will have 20 seniority districts. 

If you are working in district one, you have no rights in any other 
district. Your rights are usable within your own district except by 
a special agreement that may be made to transfer your rights in case 
your job is transferred. 

Senator Auxorr. That straightens up that question quite a bit. 
Thank you very much. 

Mr. Harrison. Thank you, Senator. I appreciated the oppor- 
tunity. 

Now, the other matter I wanted to discuss very briefly is the pro- 
posal in 8. 1630 to deprive railroad employees of their benefits when 
they are engaged in an authorized strike after exhausting all of their 
remedies under the Railway Labor Act. 

The railroad unemployment insurance law was enacted in 1938 and 
these benefits were made available at that time by the Congress in the 
light of the obligations of the railroad employees under the Railway 
Labor Act as prior to the Taft-Hartley Act, as you know, we had 
the Wagner Act covering other industries, but because of the very 
nature of our industry, namely, being regulated by the Federal Gov- 
ernment and being charged with the ‘responsibility of prov iding ade- 
quate tr ansportation service for commerce, the United States mail, 
and the national defense, certain restraints were imposed on rail- 
road employees in their labor relations with railway management 
officials to, so far as possible, avoid interruptions to interstate com- 
merce. 

I participated in the presentation of that legislation to the Con- 
gress in 1926 and again in 1934 when it was amended—the Railway 
Labor Act I am talking about—and we are not permitted by the law, 
the Railway Labor Act, to take the freedom of action other unions 
were permitted under the Wagner Act. 

To begin with, we are obligated to meet management and endeavor 
to work out our problems in conference so far as possible. We are 
required to serve a 30-day written notice of any desire to change con- 
ditions of employment. So is management. Then conferences ensue. 

If we are unable to effect a settlement, then the law provides that 
the Mediation Board, which is a governmental agency, may intervene, 
or either party or both parties may solicit the services of the National 
Mediation Board. 

Then we have prolonged mediation proceedings. Failing to medi- 
ate, the National Mediation Board then has the responsibility of in- 
forming the President of the United States whether or not, in the 
judgment of the Mediation Board, there is an impending likelihood 
that interstate commerce might be interrupted by a strike. 

On receipt of that information, the President then decides whether 
or not he will issue a proclamation saying there is a threat to the in- 
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terruption of interstate commerce. If the President takes such ac- 
tion, then an emergency or factfinding board is established. We are 
required to appear before the board, go into an exhaustive investiga- 
tion, give testimony under oath, submit to cross-examination. 

The law provides that we are forbidden from striking until all the 

remedies available under the Railway Labor Act have been exhausted 
and for 30 days following the filing of the report of the emergency 
board with the President of the United States. 

Contrast that situation with the unions in other industries in 1938. 
Maybe you served a notice that you wanted to change your wages, and 
maybe you just told the employer, “Unless we get it this morning we 
won't be here tomorrow.” 

That was the available procedures under the Wagner Act. 

Here we are in a quasi-public institution, service, charged with 
looking after the national commerce, looking after the postal service 
requirement, looking after the national defense, and our industry is 
regulated by the Federal Government. Our charges, our fares, our 
labor relations are regulated in most instances—are regulated in the 
most minute detail. 

In view of all of those contributions that railway labor was required 
to make in the public interest to assure, so far as possible, a continuing 
uninterrupted flow of transportation service, it was felt to be good 
policy at that time to say that if the unions proceeded in an orderly 
way, and obeyed the law, and then they could not resolve their dif- 
ferences and were required to resort to the use of economic sanctions 
in their controversy with the employer, at least the human beings 
involved as a social problem were entitled to a minimum subsistence 
while they were engaged in this struggle to improve the economic 
standards of the workers in the railroad industr y: 

So, the Congress made available the unemployment benefits under 
those circumstances. 

They were dealing with human beings who were engaged in a so- 
cially desirable objective of trying to improve the economic stand- 


ards of the workers engaged in ‘this industr y charged with this public 
responsibility. 


What did they provide? 


Twenty-six weeks at a minimum, or at a maximum of $42.50 a week. 

What we are suggesting is that you extend those benefits based upon 
length of service to 60 percent of their wages with a maximum of 
$10.20 a day or $51 a week. 

It is just a pure and simple problem like that, in my recollection of 
the history of the legislation. In the first place, we are dealing with 
human beings who are engaged in the struggle to improve economic 
standards. That is the w ay we do it in this country under our pri- 
vate enterprise system. 

We believe in the private enterprise system, and we believe in the 
freedoms that are associated with it, but, recognizing the character of 
the industry and its importance to the public, we have accepted these 
restraints in consideration of the people of the country recognizing 
their responsibility to us. 

Senator Morse. Mr. Harrison, what do you say about the argument 
that has been made in these hearings that this amounts, in effect, to the 
(;overnment paying strike benefits? 

93396—57——34 
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Mr. Harrison. Well, the Government pays nothing in the way of 
strike benefits. The railroad industry pays the taxes that provide the 
funds to provide the benefits that the law requires be paid. 

The railroad charges those expenses, those tax expenditures, or pay- 
ments, to its labor cost as part of the fringe benefits. I don’t know 
where the Government pays the strike benefits. 

Senator Morsr. Doesn’t it amount, then, as has also been stated, 
that it imposes the burden upon the carriers to pay strike benefits? 

Mr. Harrison. You perhaps could put that interpretation on it. 
Let us accept it at that. 

Suppose the Government does, through law, require the railroads to 
pay unemployment insurance taxes and then ‘the law permits the use 
of that tax money to pay strike benefits. What did the Government 
impose on the employees? They put restraints on the exercise of our 
human freedoms, to say whether we will, or whether we won’t, work 
under objectionable conditions. 

The Government exercised that power in the public interest. They 
said that is a sacrifice you have got to make as railroad workers. And 
we said to the Government, if that is a sacrifice we have got to make, 
then what about the human problem involved? What are you going 
to do for us? 

No other industry employee is required to make that sacrifice and 
that contribution to the public interest. Why call on railroad men 
to do it? So this is a compensating arrangement. 

Senator Morse. What was the experience from 1926, when the Rail- 
way Labor Act was passed, to 1938, when the Unemployment In- 
surance Act was passed? What was ‘the experience in this realm of 
strikes on railroads without any benefit being paid to the workers? 

Mr. Harrison. Well, our industry has been regulated in one fashion 
or another since 1884. The Railway Labor Act of 1926, as amended in 
1934, I think, represents the best procedures for handling labor rela- 
tions in a basic, essential industry, that the human mind has been able 
to develop. 

The consequence of the law is that there have been relatively few 
strikes in the railroad industry. 

Labor relations have been handled generally in an orderly manner 
pursuant to the requirements of the law. The other side of the ax, asa 
fellow would say, or the other side of the sword, is that if the em- 
ployees engage in an unauthorized, wildcat strike, they are not entitled 
to tinemploy ment benefits. That is the penalty. That is the sanction 
that is in the law. ) 

The converse is that if you exhaust all the remedies of law and take 
these burdens in the public interest, and finally have to resort to 
economic sanctions after you have abided by the law, then you do get 
your benefit. 

I would say 

Senator Atxorr. Isn’t it also true, Mr. Harrison, that you may have 
a perfectly legitimate and legal strike in which, in the view of the 
employer, that demands are ‘unreasonable. For example, you may 
comply with all the provisions of the Railroad Act, and it may be a 
legal strike in every sense of the word, but unreasonable, at least from 
the viewpoint of the employer, and w hat you are doing then is forcing 
the employer, in this instance the railroad company, to finance what it 
deems to be an unreasonable strike. 
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Mr. Harrison. Let’s take that side of the situation for a moment. 
There is another side to it, however, that I would like to talk about 
after I deal with this one. 

That is, the employer’s judgment that it is an unfair pressure that 
the employees are exerting on the employer; he thinks that their 
demands are unreasonable. 

Senator Atxorr. If you agreed on everything, there would be no 
reason for a union anyway, so it is bound to be that there are going 
to be two points of view. 

Mr. Harrtson. And the employer says, why should I pay tax to 
pay these benefits while they are striking against me to force me to 
incur other expenses 4 

That is your problem, as I understand you pose it to me. 

Senator Attorr. That is the question that I posed, yes. 

Mr. Harrison. Now, up until the time that we reached that point, 
the employees stood aside and worked under oppressive and objection- 
able conditions, made their contribution in the public interest in a last 
ditch effort to find a solution to the problem. 

They finally reached the impasse of having to resort to economic 
sanctions or a strike. 

Stated plainly and factually, that is it, and the employer thinks 
that is wrong. Well, I am not prepared to accept the employer’s 
judgment as to the reasonableness of the activities of the employees 
and history does not support any such notion that all the employer 
has to do is to take the refuge that the employees are unreasonable. 

But that is an isolated situation in the light of past history under 
the law. The factual situation is that after we have exhausted all the 
remedies of the Railway Labor Act, carried all the burdens of delay, 
settled with all the other railroads in the United States, some hard- 
boiled employer of the type you are talking about says, to hell with 
all of that, excuse the word, I don’t want any of that, I think it is 
unreasonable—he was going to be different, and we had a strike. 

Now, two-thirds of all the benefits paid in cases of strikes were paid 
in that kind of a case that I just now described. 

Now, in the case that you described, that is the exception. The gen- 
eral experience is that the benefits are paid in substantial amounts only 
when we get the kind of employer that you talked about, namely, he 
thinks the union is unreasonable. Although public opinion has ‘been 
invoked and an emergency board has sided with the employees, and 


all the other railroads have settled with the employees, but you have 
got this fellow who wants to be different: 
reasonable, 


He says 


He says the union is un- 


, I have got to pay strike taxes to give them strike benefits. 
Well, are ‘there not some social implic ations involved in the whole 
problem? What is an American anyway? We have an organized 
society here under a democratic philosophy of government in actual 
practice. We are trying to make the lives of the people better in the 
overall, and certainly when we engage in a collective effort, all the 


segments of our society, to raise the standard of life and living, we 
are making democracy work, 
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This is part of the whole scheme of things because you have got 
human beings and human beings cannot live on paved streets while 
they are struggling to make this a better society. 

It is that simple to me. : 

Senator Atxorr. It isn’t quite that simple to me, Mr. Harrison. 

Mr. Harrison. I am sorry about that. I hope, perhaps—— 

Senator ALtorr. I want to follow my point just a little bit further, 
and I might say this, that I don’t need to be told by anybody what 
society exists of or for. I have seen, I think, practically everything 
that you have seen, or maybe more. | 

Mr. Harrison. I had no such intention. 

Senator Attorr. These moralistic things are fine, but I just wanted 
to try and approach this from a practical, logical standpoint, and to 
get back to the question : 

In the situation which you suggested a few minutes ago, the emer- 
gency board might still find against the union, but the employer 
would still have financed the strike, would he not? 

Mr. Harrison. If you had such a situation, yes. 

Senator Attorr. Now, to carry this one thing further, and I have 
not made up my mind in this thing, but I am certainly going to ex- 
plore the facts before I pull the trapdoor down; this situation occurs to 
me: The ultimate right and the ultimate weapon of the employee is 
to organize himself into an organization which has become known 
asa union. In this particular instance, it is your own brotherhood. 
Now, the strength of his organization is what gives the strength to 
the strike. 

John Smith, who says to his boss, I want a guard, I wish you would 
put a guard on that machine which is dangerous, and his boss 
says, if you don’t like it, quit—John Smith striking by himself is 
nothing. 

Are you with me that far ? 

Mr. Harrison. I agree with you. 

Senator Atnorr. When John Smith is associated with all his other 
fellow employees in a brotherhood or a union, then a strike is an 
economic weapon; it is one which I am sure very few people would 
argue against—I don’t—but it is his ultimate weapon. 

Now, what it seems to me this thing does, and this is a serious 
question, is that it forces, while he is using his ultimate weapon. 
which he is entitled to use, and which can break his employer, he is 
forcing his employer to finance him in the use of that ultimate weapon. 

Second, there is nothing that I can see in this act which, although 
in other instances, in the field of general labor law this principle is rec- 
ognized—I can’t see anything here which constitutes a real incentive 
for the railroads themselves to take active steps to decrease the sit- 
uation which would create unemployment. 

Mr. Harrison. Do you want me to deal with the first question first ? 

Senator Atuorr. Yes. 

Mr. Harrison. I think you have an entirely different situation, 
Senator. 

In the first place, you have an industry here regulated by the peo- 
ple. The people set the fares and the charges that the industry can 
make for the use of the industry through a Government agency. That 
is the first thing. Any expenses the employer incurs in fighting an 
economic struggle with his workers are charged up against the cost 
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of doing business. They are part of the elements that are considered 
by the Interstate Commerce Commission in fixing the level of fares 
and charges that the industry can make against the public. 

Now, I cannot find an answer to that one-sided way of doing busi- 
ness. 

Senator Atxorr. Except this 

Mr. Harrison. Except the one we are advocating here. 

Senator AtLorr. You also can reach the place, and that was forcibly 
brought to my attention when some 35 railroad employees asked me 
to meet with them just before I came back here, and have very forcibly 
presented to me the situation in which they felt the railroads found 
themselves because of competition with the trucking industry. 

So that while what you say it true, and I realize this is a very com- 
plex question, what you say is that there is another major distinction 
and it is not a manufactur! ing or production industry, but it is a serv- 
ice industry, and that is also important. It is controlled. You can 
go back, the railroads can go back under the ICC or in the States, in 
the case of intrastate railroads, to the public utilities commission and 
ask for an increase in rates. 

They can also increase themselves in rates right out of business 
which, in the long run, hurts the railroad employees, or at least that 
is what these 35 people were telling me, that their situation was, that 
they felt that all of the costs together, and they, of course, were not 

talking about their own wages, had pushed the cost up to the place 

where they could not fairly | compete with the trucks, and they were 
asking for relief in other fields. That is, increased rates are no longer 
a solution for the railroad industry. 

Mr. Harrison. You want me to comment on that, Senator? 

Senator Atrorr. If you will. 

Mr. Harrison. Mr. E. L. Oliver : appeared before the committee and 
gave the factual information concerning the financial problems of the 

railroads. 

It is true that the railroad industry does have severe competition 
from highway motor carriers, air carriers, pipelines, waterways, con- 
tract highway haulers, and the individual ‘private automobile also for 
transportation and business. 

On the other hand, we have a Federal agency known as the Inter- 
state Commerce Commission charged with the responsibility of regu- 
lating rates of the different modes of transportation on the surface. 

We have the Civil Aeronautics Board setting the rates of the airline 
operators. 

I assume that the railroads tell their story repeatedly and present 
the facts to the Interstate Commerce Commission. Now, while we 
have this one particular segment of the railroad operating expenses, 
in the general term known as unemployment insurance taxes, the high- 
way motor carriers pay unemployment insurance taxes and then they 
have agreements with their employees that provide as much or more 
than we are asking for here in our bill, S. 1313. 

Mr. Oliver presented that testimony to this committee, and it is in 
the record, showing the extent to which in the highway motor trans- 
portation industry ‘of passengers and property, there are innumerable 
and extensive collective-bargaining agreements providing for supple- 
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mental benefits under the State unemployment insurance laws that are 
applicable to those other modes of transport. 

enator Autuorr. Now, Mr. Harrison, would you comment on my 
guestion—it has been raised here several times—that the present 
method of handling this does not cause the railroads themselves to take 
active steps to decrease the cause of unemployment. That charge has 
— made, as a matter of fact, by representatives of your own brother- 

ood. 

Mr. Harrison. I could make the same allegations, but when that 
allegation is made, you are dealing with specific managements. 

I think in the overall, the railroads, as a group, are conscious of 
the fact that they have done a very poor job of stabilizing employ- 
ment and using the resources in the way of trained, skilled employees. 

I think they are moving to try to improve that situation generally 
in order to avoid paying unemployment benefits and hiring a new 
worker and paying him wages. 

I think there are valid grounds for criticizing individual manage- 
ments for their failure to utilize the available resources of labor. 

For instance, I could indicate to you specific examples of railroad 
pay which will reduce its forces at point A and increase it forces at 
point B in another seniority district. They won’t give the employee 
who has been furloughed because of forced reduction an opportunity 
to go to work at point B. 

Why they follow that blind policy, I don’t know. Local prejudices, 
maybe the local supervisor doesn’t want anybody interfering with 
his employment prerogatives—but they are making progress. 

Senator Axxorr. I am sure there have been many individual cases 
of that, but your people here have also brought out the fact that one 
of the factors in that was the fact that these men were not anxious 
to move to point B and lose all of their seniority privileges. 

Mr. Harrison. That is true, that is true. You have seniority dis- 
tricts covering geographical areas. 

Senator Atxorr. That is what I meant awhile ago, I think, which 
was taken as a critical remark, that is the situation I was talking about 
when I said that some of these rules seemed to operate against the 
employees themselves. 

I think that is about all. You have commented pretty thoroughly 
on what I have asked, but, Mr. Chairman, I appreciate your letting 
me take this time out of the middle of this. I interrupted the regu- 
lar course of it, but I thought these questions would be better while 
we were at them. 

Mr. Harrrson. Your questions have been very stimulating and I 
appreciated the opportunity to respond. 

Senator Morse. I think the Senator’s questions have been very 
helpful. 

T would like to ask a few along the same line, Mr. Harrison. 

I am always interested in the reasons of public policy that lead to 
the enactment of legislation in the first place when proposals are made 
to change them. 

In 1938 there obviously were definite reasons that caused Congress 
to pass the legislation providing for its unemployment insurance 
benefit program. 

My questions deal with that for your elucidation. 
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Is there any basis for my assuming that when this legislation wa 
passed in the first place, Congress took cogizance of the fact, as vim 
have said, that it was dealing ‘with a regulated industry affected with 
a public interest ? 

Mr. Harrison. I think that is exactly why the Congress did it. 

Senator Morse. You have already pointed out that these particular 
benefits come out of the income of this regulated industry which in- 
cludes the benefit as part of the labor costs. 

That is correct, is it not ? 

Mr. Harrison. Benefits for the employees and the expenses in- 
curred by the employer in handling his labor relations all come out of 
the end result, the fares and charges set by the public regulatory 
agency. 

Senator Morse. When the industry comes to the ICC, for increase in 

assenger and freight rates, the carriers are always able to present 
abor costs and supporting data for increases in rates; that is correct, 
is it not 2 

Mr. Harrison. They always do that, and they generally get a pre- 
mium over and above what they pay out in increased labor costs. 

Senator Morse. Are you sufficiently familiar—I am not—with the 
record in Congress in 1938, to know whether these points you already 

‘aised in your testimony, and I am pointing up in these questions, 
whether or not they were considered when this bill was passed ? 

Mr. Harrison. I think, if you will examine the transcript of the 
hearings before the Senate and the House committees, you will find 
that that general problem was discussed. 

I am drawing on my recollection now. I have been appearing 
before the committees of Congress ever since 1920 in connection with 

railroad legislation. That is my recollection, because it is always a 
problem of dealing with a publicly regulated industry, regulated by 
the Federal Gover nment, and all of our fringe benefits—take our rail- 
road retirement system—it has all been enacted by the Congress in 
the light of the fact that the Congress has the right to regulate this 
country; Congress has the power to regulate beca ause it is an inter- 
state industry. vital to the commerce, the life of the Nation, the na- 
tional defense, the postal services. 

Senator Morse. Would you say, Mr. Harrison, that one of the public 
policy reasons for the legislation in 1938 was "based upon the fact, 
as you have testified, that the brotherhoods, too, give up a consider. 
able amount under the peaceful procedures of the 1926 act as amended 
in 1934, in that they agree to lay aside their strike weapon at a moment 
at, which it might be most effective and most devastating to the eco- 
nomic interests of the railroads? 

Mr. Harrison. Precisely. 

Senator Morsr. To wit: the exercise of the power to meet today, 
find that you cannot reconcile your differences with the representa- 
tives of the carriers, and the declaring of a strike effective tomorrow 
morning at 6 o’clock, would be much more devastating upon the eco- 
nomic welfare of a railroad than would be the case if, under proce- 
dures of the Railway Labor Act of 1926, as amended in 1934, the car- 
riers at least have weeks of time to prepare for some adjustment that 
they could make to the inevitable if they became satisfied that a strike 
was bound to occur in the last analysis. 
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Mr. Harrison. Just as a practical matter, Senator, you know when 
you are in an advantageous position to move, in any controversy, it is 
in your interest to move, generally speaking. 

We are not permitted to move in our controversies with the railroad. 
When we think we are in an advantageous position, we are not per- 
mitted to move because of these public restraints. 

Consequently, the employer gets an unfair advantage to meet us 
in the economic struggle that les ahead. He pretty much controls 
the time, not us. He has the privilege of the resources of the industry 
backed up with the power of the Commission to fix his rates to supply 
him the money. 

We have nothing except these benefits which we get under the Unem- 
ployment Insurance Act. 

Senator Morse. Mr. Harrison, it is that line of reasoning that I am 
proceeding to follow, or develop, and I think the record ought to be 
completely clear as to public policy reasons that may be behind the 
1938 act. 

So, to rephrase my question, and I think you have already said 
you would clear it up, would I be correct in assuming that one of 
the public policy reasons for the passage of the 1938 act was to take 
into account the fact that the railway employees did give up a con- 
siderable amount of their economic strength when they went along 
with the act of 1926 as amended in 1934, as far as relinquishing the 
right to call a strike at the moment that would be most effective from 
- the standpoint of strengthening their economic case? 

Mr. Harrison. That is precisely the controlling standard that was 
involved at the time the legislation was under consideration and at 
the time it was enacted, namely, the railroad employees were making 
a sacrifice in moving on the ‘collective- bargaining front under the 
restraints imposed by the Railway Labor Act and Congress set about 
to make available to railroad employees some compensating benefit. 
That benefit was the unemployment insurance benefit available after 
all procedures by the Railway Labor Act were exhausted and the strike 
was authorized by the union. 

Senator Morse. Now, Mr. Harrison, I would have you dwell for 
a moment on another facet of this that I think is closely related to 
the point you have just made. That is the public interest involved. 

Do you think there is merit in the observations that these rail- 
roads don’t belong to the carriers, don’t belong to the brotherhoods 
alone, when you come to decide their value in relation to the public 
service, but they also belong to the public in one sense, that the eco- 
nomic welfare of each householder in America is determined in part 
by these transportation services ? 

The public has an interest in seeing that economic justice is done 
to the workers on the railroads as well as to the carriers, particu- 
larly where the workers agreed to these peaceful procedures. There 
have been few instances of breakdown of the procedures—they have 
been mighty few since 1926. It is a remarkable record, a record of 
what occurs when you have sensible legislation providing for the 
application of rules of reason to industrial disputes. 

Do you think that a public policy question is involved when you 
have that kind of a record and the public recognizes its interest in 
having the maximum stability in such an industry which provides 
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that if there is a final breakdown in operations and men go out on a 
strike, it is only just for the sacrifices they have already made, to 
wit, as you pointed out, working under unfavorable conditions so 
far as they see those conditions, that they ought to have some reason- 
able minimum of benefits by which they can keep body and soul to- 
gether until the economic struggle is finally determined ? 

Mr. Harrison. I think that is a precise responsibility that the 
public cannot avoid. 

Our railroad industry is a quasi-public industry, and inherent in 
the very nature of the industry, it is vital to the very life of the Nation. 

That being true, the people, through their Government, the Con- 
gress, set about to regulate the industry. Now, the industry is regu- 
lated in the most minute detail that could not be justified except that 
it is necessary in the public interest to do these things of regulating 
the industry. 

We cannot float a bond issue unless it is approved by the Inter- 
state Commerce Commission. We cannot abandon part of a railroad 
unless it is authorized by the Commission. We cannot extend the 
line of a railroad unless it is authorized by the Commission. We 
cannot merge the corporate organizations of two or more railroads 
unless it is authorized by the Commission. 

We cannot charge a fare for transportation for persons or rates 
for the tri :nsportation of property unless it is subject to review by the 
Commission and ultimately is fixed by the Commission. 

We are required to report in the most minute detail our financial 
operations, our capital expenditures versus operating expenses. We 
even report the hours and wages, the consumption of fuel, the miles 
run, the various types of traflic handled, to the Interstate Commerce 
Commission. 

We are regulated in the most minute det ail in all the labor relations 
in the industry far beyond anything done in any other industry. 

Now, if I might be pardoned a personal reference, I was appointed 
by the P resident of the United States in 1939 to review the whole 
transportation industry as a member of a Federal commission of six. 

We made a report and that report was adopted by the Congress in 
the present regulatory law known as the Interstate Commerce Act 
amended in 1940 as the present regulatory law. 

Now, if you will refer to that law, you will find the declaration 
of policies that this industry being essential to the commerce of the 
country, the national defense, and the postal services, it is hereby regu- 
lated in the public interest by the Federal Government and it shall be 
the duty and the responsibility of the industry to provide fair and 
reasonable wages and working conditions to the employees through 
collective bargaining and under the exercise of its rights under that 
law. 

Now, you won’t find that declaration in any other regulatory law. 
That is the declared policy of the Congress. So there can be no ques- 
tion, as I see it, that this is a quasi-public institution, the railroad in- 
dustry, regulated in the greatest of detail by the Federal Government, 
all in the public interest. 

Now, if railroad men are required to make these delayed sacrifices 
in the nature of restraints imposed by the Railway Labor Act, the peo- 
ple owe to railroad workers a reasonable compensating condition. 
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Senator Morse. Mr. Harrison, I have only two other questions on 
this point. 

If, and I stress the word “if,” there were a good public policy or 
good public policy reasons in 1938 for the passage of this legislation, 
do you know of any change of condition in the industry or in the coun- 
try since 1938 that would justify a change in the legislation ? 

Mr. Harrison. Well, Senator, I don’t know of any change in con- 
ditions that would warrant the elimination of the benefits as ; proposed 
by the railroads in S. 1630. I do know that the level of economic stand- 
ards has risen since the original benefits were fixed. 

Therefore, I think that the period of benefits should be extended and 
the amount of benefits should be increased to bring it in line with pres- 
ent-day practices. 

Senator Morse. I will ask a question on another facet of this prob- 
lem because we keep talking about strikes and about the use of eco- 
nomic force as though the history of strikes had not changed over the 
many decades that free men in America have resorted to that eco- 
nomic weapon. 

Do you agree with me that in the early days of the strike weapon, 
the strike was used in a true economic struggle or contest between the 
employer and the workers to the end of seeking to vanquish one or the 
other economically : 

The employees to bring the employer to his economic knees and 
plead for economic truce, or the employer, on the other hand, bent 
upon bringing the employee to his economic knees and pleading to go 
back to work and accept the terms and conditions that the employer 
proposed. 

you agree with me that that was the conception of the strike 
weapon for a good many years in the country ? 

Mr. Harrison. With this amplification; I think back in the earlier 
days, there was sort of a warfare between organized labor and or- 
ganized management. They many times set out by various devices to 
destroy each other, the workers by a strike, and other methods of in- 
timidation ; the employer by the lockout and the use of his goons and 
his thugs and his gunmen and his blacklisting and such other devices. 

I think that is an era that is behind us. I think America is better 
off because of it. 

We have made a lot of progress in our understanding of our partici- 
pation in industry. I think it is generally the conception now that 
organized industry exists for the benefit of our society under the private 
enterprise system. 

It is here to provide goods and services to our people. Under the 
private enterprise system, it gets a reward for making that contribu- 
tion. 

Now, it takes several elements to conduct industry. It takes the 
men who have money, who are willing to invest; it takes men with 
brains and ability who are willing to manage and direct; it takes men 
who are willing to do the menial task of the ordinary operations, the 
workers. 

It takes the public to go into the market place and consume the prod- 
uct and furnish the wherewithal for the blood for the industry to con- 
tinue to live. 
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Now, I think there is a greater recognition of those contributions. 
First let me say about labor that many times in our bargaining with 
the employer, he will give you his financial position. If you are an 
intelligent labor representative, in the light of 1957, you must recog- 
nize that situation and control your decisions in the light of those 
facts because what is good for America is good for the workers. 

When you go to impose an impossible ‘burden on an essential in- 
dustry, then you are hurting America, you are hurting yourself. 

Now, on the other hand, I think management officials are more hu- 
mane, more enlightened, and I think, generally speaking, managers of 
our industry want to be fair and decent with their workers. 

Sometimes they get a warped notion, like some of us labor fellows 
do, but in the overall picture, I think both management and labor repre- 
sentatives are operating in the collective bargaining field conscious of 
their responsibilities to ) the people of the country. 

Senator Morse. Mr. Harrison, I accept that amplification that I 
was seeking to imply by my question. 

Now, I want to talk, however, about what I consider to be a com- 
pletely new attitude concerning the strike and the modern purpose 
of the strike. 

Do you agree with me that no longer, particularly, may I say, in 
the utility field, and to an increasing extent in the industr ial field, but 
certainly i in the utility field, no longer does management or labor rec- 
ognize the strike as a weapon for bringing either side to its economic 
knees, but rather, in those rare cases when they finally resort to the 
exercise of an economic weapon, its primary purpose is to call the 
attention of the public to exceedingly bad conditions that the public 
has allowed to develop in some utility field, and the strike, we still 
refer to it as an economic weapon, and the strike is more of a psycho- 
logical weapon than anything else. 

‘Tt isn’t exercised for very long at a time in any of these cases, as 
the history of recent str ikes shows, but that duri ing that period where 
the strike is used as a psychological weapon, you cert: ainly focus public 
attention on the conditions of the industry and public opinion decides 
it, either for or against management, or for or against labor, that 
neither management nor labor settles the strike. Public opinion settles 
the strike. 

But the strike as a psychological device becomes a great educational 
device in those instances and if that observation has any merit re- 
lating it to the principal question before us, then from a public policy 
standpoint, is it not only fair and just that those workers for that 
period of time receive unemployment insurance, while the public, as 
the final judge, reaches its conclusions through the press and through 
television and radio, through the various pressures that are brought 
on both management and labor for the final amicable settlement of the 
dispute. In view of that use of the strike weapon as a psychological 
weapon in modern times, do you not think that public policy would 
justify continuation of these benefits? 

Mr. Harrison. Well, first, in answering your question, let me make 
the observation that I think you have stated it more clearly than I 
was able to state it. But I do say that most strikes are in the public 
interest because they are designed to acquaint the public with the un- 
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desirable conditions under which men and women are required to 
labor. 

Certainly, it is right in this particular publicly regulated industry, 
to take care of the human beings who are involved in that struggle. 

Senator Morsr. Senator Cooper, I am sorry I took so long, but | 
was interested in the witness’ observation. Do you have any questions 

Senator Coorer. This may be a matter of statistical information to 
be furnished the committee, but first I would ask the witness, Mr. 
Harrison, if you hold that provision which permits the payment of 
these benefits in the case of what is determined legal strike, has any 
effect in deterring what might be termed an illegal strike / 

Mr. Harrison. Yes, Senator, 1 commented on that before you came 
to the hearing. 

Senator Coorrr. You need not repeat it. 

Mr Harrison. It is in the record. 

Senator Coorer. May I ask this question then: Assuming some 
period in which comparison could be made, perhaps you could take 
a period beginning with the enactment of the Wagner Act or the 
enactment of the Taft-Hartley Act, do we have any testimony or in- 
formation which would illustrate the comparison between the inci- 
dence of strikes, say, in that period, and in the railroad industry, and 
in comparable industr y! 

Mr. Harrison. I don’t think there has been any direct testimony 
given here with the precise detail. 

Senator Coorer. Whether this does have the effect of deterring what 
you term, at least, an illegal strike ? 

Mr. Harrison. I think that probably is a matter of judgment. I 
have been in the business of representing railroad employees since 
1917. In my experience, my experience tells me that because benefits 
are only payable after all the procedures of the Railway Labor Act 
are exhausted, and it is a bona fide authorized strike by the responsible 
union, this has had an overwhelming influence in discouraging and 
preventing unauthorized, quickie, illegal strikes in our industry. 

Senator Cooper. Might I ask the chairman or the staff, do we have 
any information upon that question which I have just raised? 

Senator Morse. No, but I shall assign to the staff the research job 
of getting it for the Senator. 

Are there further questions? 

Senator Coorer. That’s all. 

Senator Atxorr. I have one other question before 12. 

I am not sure that I brought this out, and I would like your com- 
ments on it, Mr. Harrison. 

Now, under the unemployment situation as it now is or—the actual 
fact is that what you do, in effect, is pool the unemployment taxes paid 
by the railroads; is that not tr ue? 

Mr. Harrison. The taxes are paid into a common fund and the bene- 
fits are paid out of the common fund. 

Senator Auxorr. So that what you do is pool these things and be- 
cause of this pooling, isn’t there a tendency of a given company to 
feel, well, I don’t have any particular responsibility, about handling 
this unemployment thing? After all, it is paid out of the general fund. 

As compared, for example, with what I would call the Federal-State 
system which most of us operate on in fields other than railways, where 
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you start out with a 3 percent payment by the employer which gradu- 
ally goes down as his employment experience justifies it going down— 
in other words, it seems to me there you have a direct incentive to 
good employment practices which is absent, under the Railroad Un- 
employment Compensation Act first, because there is no lessening of 
the amount the employer pays—in this case the railroad—and second 
of all, because of the pooling effect, so you really have two effects here 
which contribute to making a poor employ ment situation. 

Mr. Harrison. You might get that implication from your observa- 
tion of the operation of it. The fact of the matter is, however, this: 
There is a general incentive to all the railroads who are required to 
pay taxes in the present law, because when the funds reach a given level 
of balance, the tax goes down. That means that when the benefits paid 
out are minimized or held at a low level for unemployment, then the 
resources increase in the fund and the balance rises and under the law 
the tax rate goes down. 

It was a half of 1 percent until just recently. Then it went up to 
11% percent the last year or so, and beginning Januar y 1 this year, it is 
only 2 percent, because of the operation of that incentive. 

Now, it is dealt with in our industry not by the individual railroad 
as such, but our railroads are organized, as you know, in an industry 
association. They come here to Congress and they present a united 
front on legislation. They go down to the Commission and present a 
united front on requests for increases in rates and fares, generally 
speaking. There are a few rebels now and then, like you find in all 
organized groups, but the railroads have been doing something about 
trying to minimize the payment of benefits out of funds by trying to 
avoid these indefensible situations of laying off men at one point and 
hiring men at another point. 

The Railroad Retirement Board has a recruiting system; they are 
endeavoring to get the cooperation of the railroads as to their labor 
needs so they can place unemployment railroad workers in jobs. 

We are not getting complete cooperation, but that is not a burden 
that the employee should be expected to appreciate or recognize. That 

Ss a management responsibility. 

If management has incentive, they will certainly recognize respon- 
sibility, I would think, generally speaking, and the incentive is that 
the law itself provides for an automatic reduction in the level of the 
tax rate as the balance in the fund goes up. 

There is no merit rating system for the individual railroad. 

Senator Atiorr. That is the point I wanted to bring out. 

Senator Morse. The subcommittee will stand in recess until 10 
o'clock in the morning, and we will meet in room 324, Senate Office 
Building, which is the Senate Agriculture Committee room, and we 
will finish our examination at that time, if that meets with your con- 
venience. 

. erent at 12:05 p. m., the subcommittee recessed until 10 

.m. the following day, May 9, 1957.) 
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THURSDAY, MAY 9, 1957 


Unirep States SENATE, 
SUBCOMMITTEE ON RarLRoaD RETIREMENT, OF THE 
CoMMITTER ON Lasor and Pusiic WELFARE, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10 a. m. in room 324, 
Senate Office Building, Senator Wayne Morse, chairman of the sub- 
committee, presiding. 

Present: Senators Morse (presiding), Allott, and Thurmond. 

Committee staff members present: Stewart E. McClure, chief 
clerk; Roy E. James, assistant chief clerk; Michael J. Bernstein, pro- 
fessional staff member; and Merton Bernstein, special counsel to the 
Subcommittee on Railroad Retirement. 

Senator Morse. The hearing will come to order. 

Really, Mr. Harrison has set a new precedent in the Senate, getting 
a meeting started ahead of time. 


You were in the midst of your testimony yesterday. You may pro- 
ceed. 


STATEMENT OF GEORGE M. HARRISON, PRESIDENT, BROTHERHOOD 
OF RAILWAY AND STEAMSHIP CLERKS, CINCINNATI, OHIO 


Mr. Harrison. Thank you, Senator. During my appearance be- 
fore the committee on yesterday, May 8, I was discussing the provision 
in bill S. 1630 proposing to discontinue unemployment benefits paid 
to railroad employees in cases of unemployment due to authorized 
strikes after exhausting all of the provisions of the Railway Labor 
Act. 

I would like to submit for the benefit of the record now figures 
indicating the extent of the financial obligations representing funds 
disbursed for the payment of strike benefits. Since the beginning of 
the payment of unemployment insurance benefits to railroad em- 
ployees—that is June 1, 1989—through April 30, 1957, there was a total 
of $780 million paid to unemployed railroad workers for all benefits 
under the Unemployment Insurance Act. During that same period 
total benefits paid railroad employees on authorized strikes was $7 mil- 
lion less than 1 percent of the total benefits paid from the fund. In 
addition thereto there were benefits paid to employees who were un- 
employed because of other railroad strikes amounting to $6,750,000, 
including railroad employees unemployed but not directly participat- 
ing in a railroad strike. The two numbers together represent 
$13,750,000 paid out of the unemployment insurance fund during the 
lifetime of that fund, representing total disbursements of $780 million. 
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That is about roughly 1.8 percent of the total disbursements paid to 
employees unemployed because of directly participating in strikes 
of their own unions or unemployed because of strikes of other unions. 
That is the material substance that is involved in the amendment of- 
fered in bill S. 1630 to eliminate the payment of benefits to employees 
unemployed because of directly participating in strikes or indirectly 
because of strikes of other unions. 

The other matter I was asked to deal with yesterday was further 
additional copies of the Washington agreement of May 1936, and I 
am now filing with the clerk of ‘the committee the additional copies 
of the W ashington agreement. 

Senator Morss. Thank you very much. 

Mr. Harrison. The other matter I wanted to discuss briefly with 
the committee is the provision in bill S. 1630 to discontinue the pay- 
ment of benefits to railroad employees because of pregnancy illness. 
Pregnancy illness makes an employee eligible for the same benefits 
as any other illness, generally speaking, “under the U nemployment 
Insurance Act t applying to the railroad industry. 

That was put in the law with the understanding that it was socially 
desirable to encourage employees who become pregnant to leave their 
work for a reasonable period before childbirth and to have a reason- 
able period for rehabilitation after childbirth before resuming em- 
ployment. Many married women are employed because of economic 
necessities rather than by choice, although there are a number who 
are employed by their own choice because they desire to raise the 
economic standards of the family unit, and the Congress provided 
those benefits in pregnancy illness cases. 

Now, I am violently opposed to abandonment of the payment of 
those benefits and therefore in opposition to repeal of that provision 
of the Unemployment Insurance Act as contemplated by bill S. 1630. 

Now, there are many facets to this situation of pregnancy illness 
that one could discuss. In the language of a layman, and I want to 
talk about it from the standpoint of the social consequences: First, 
we had about 4,000, roughly, 3,900 to be more precise, pregnancy ill- 
ness benefit individuals during the last year of this operation of this 
fund. The benefits were a little less than $4 million, which is a very 
small percent of the total benefits paid. 

Benefits paid to those individuals for pregnancy illness, of course, 
gave them the opportunity for prenatal rest and physical prepara- 
tion for childbirth and following childbirth gave them the oppor- 
tunity for rehabilitation to again take up their employment. 

Now, I think it is a good ‘thing that married women who have 
the desire and the ambition to work do actually work to improve 
the income of the family unit, and I think that is a definite contri- 
bution to our society and to our economic life. These married women 
who are employed are producing wealth, and that adds to the sum 
total of the national income, the national product. 

During times of manpower shortages, particularly in_ national 
emergencies, or in time of war, we call on our womanhood to come 
into industry and make their contribution and take the place of men. 
Now, we compensate men who lose time on account of illness for 

various reasons, and not to get into a delicate discussion of the situa- 
tion, but to talk in general terms, men quite frequently have diffi- 
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culties with their reproductive organs the same as women do, and 
there has been no question raised about paying benefits to men who 
are unemployed because of illness that directly 1s associated with their 
reproductive organs, and why we should take the narrow view that 
when women have difficulties because of the functions of their re- 
productive organs, which is nature in action, we want to deny them 
benefits, well, I don’t subscribe to that indefensible and unjust dis- 
crimination, and I think it is a very small matter for the railroads to 
come in here and propose to take these benefits away from these 
women. 

Now, I happen to represent one of the organizations that has the 
greatest number of women railroad employees. As office workers, of 
course, you would find a larger number of women employees than 
you would in other occupations in the industry. There are a number 
of women employees in the coach yards cleaning the railroad passenger 

cars. ‘There are a few women in some of the other occupations, be- 
cause during the last war we took into the industry, because of man- 
power shortages, a number of women employees. Some of them are 
engaged in manual occupations such as working on the section, work- 
ing in the freight houses and handling freight, working around the 
storerooms handling company materials, but the greater number are 
employed in the office clerical occupations, and therefore my own 
union is more directly concerned, and I would resent the discrimina- 
tion against the female employees that I represent, and it would be 
depriving those employees of a benefit that they have long since been 
charged with by the railway company as part of the compensation 
and benefits they are to be given for their services to the industry. 

During every general proceeding to change the level of wages of 
the employees in our industry the railroads have presented statistics 
showing the actual straight-time hourly earnings given to the em- 
ployee as gross pay as well as overtime earnings, “and in addition 
thereto the railroads had said in all of these proc eedings that the taxes 
they are required to pay for railroad retirement benefits, for railroad 
unemployment insurance benefits, and the other fringe employment 
conditions are part of their wage cost and all of those items have 
been considered as wage costs to the railroads in the determination 
of the level of wages to be paid railroad employees and to the level 
of rates and fares to be charged the public as authorized by the Inter- 
state Commerce Commission. 

The railroads recently were before the Interstate Commerce Com- 
mission asking for an increase in the freight rates, and they got some. 
Now they are here trying to get back the money which they said to 
the Commission they needed an increase in freight rates to cover. 
in other words, they are trying to get it twice. They charged us 
with it once in the wage proceeding and then they went before the 
Interstate Commerce Commission and charged the public with it 
a second time. Now they are here trying to get it back. That is just 
how simple it is to me, and I just don’t favor letting them pick the 
pockets of these employees that I represent, and I am violently op- 
posed to it. Iam opposed to it on the economic grounds, social grounds, 
and grounds of equity. We have bought these henefits. They have 
been used in proceedings where the lev el of our w: ages were determined, 
and we are not disposed to surrender the benefits without vigorous 
protest, 
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Senator Morse. How long have these benefits existed, Mr. Harrison ? 

Mr. Harrison. Since the act was amended in 1946. That is 11 years 
ago. 

Senator Morsg. I ask you or Mr. Schoene—I wasn’t here for all of 
your testimony—do you have any exhibit that shows similar benefits in 
other industries ? 

Mr. Scnoenr. No, we have not, except to the extent that it is cov- 
ered by sick leave now. Mr. Oliver did present in his testimony some 
showing of the prevalance of sick leave practices in other industries, 
and I would likee to have Mr. Harrison comment on the extent of 
sick leave in this industry. 

Senator Morse. Which includes in other industries in many in- 
stances maternity benefits ? 

Mr. Harrison. Oh, yes, many, many collective-bargaining agree- 
ments have specific provisions or pay during periods of pregnancy 
and childbirth. Payment by the employer for time lost on account 
of illness in our industry is very meager. Quite generally, the office 
workers that I represent are given their full pay for time lost on 
account of illness in a calendar year not to exceed 5 days—it is 5 days 
now instead of 6 since we went on the 5-day week; 714 after 2 years 
of service; and 9 days after 3 years of service, providing there is no 
additional expense to the company because of the absence of the 
employee on account of sickness and the work is kept up by the absent 
employee’s associates in the office without additional expense to the 
company. 

Well, what happens is this: you are off on account of illness for 
5 or 6 days in the calendar year and you get full pay while you are 
gone, you are not eligible he. unemployment insurance benefits, of 
course, during that same period. Your work piles up, as office work 
does. Most of it is not a day-to-day operation, and when you come 
back you just put on a little additional pressure and try to catch up 
your job. It doesn’t cost the company any more and there is no addi- 
tional expense, and we have had that rule in our collective-bargaining 
agreements since 1920, when the Director General of the Railroads, 
when they were in possession and control and operation of the United 
States Government, gave us the national agreement, and that was by 
Government action in those days and it has continued since then. 

That is the extent of payment for time lost on account of sickness 
by the railroad companies in the form of wages during periods of 
illness in our industry, except, of course, for the aristoc racy repre- 
senting the management officials. They get paid in varying periods, 
and I am not opposed to that—don’t misunderstand me. I am for 
that. I think it is a good thing to do. But they get paid generally 
as much as 6 months, sometimes a year or two, depending on the level 
they fit in the management hierarchy and the years of service that 
they have given to the industry. 

Some railroads have recently entered into contracts with insurance 
companies to insure the full salary for management people who are 
absent on account of illness up to a total of 6 months in any calendar 
year, less the unemployment insurance benefits they are entitled to 
under the existing law. The company pays the entire premium for 
the sickness insurance provided to the employee. In other words, 
if you are in a management group they will get an insurance policy 
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to protect you against the loss of your wages during periods of illness 
up to 6 months. So that the benefit you get out of the insurance 
company and the benefit you get under the Unemployment Insurance 
Act will represent your net take-home pay. You lose nothing. 

But for the rank and file that are covered by these unions the only 
sick benefits we have are those that I described to you in our collective 
labor agreements other than the benefits payable under the Unemploy- 
ment Insurance Act. 

Now, Mr. Chairman, that represents the sum total of what I wanted 
to say about this situation. I hope and I implore this honorable 
committee of the Senate not to take these benefits away from us. 

Senator Morse. We are glad, Mr. Harrison, to have your testimony. 
We shall proceed now to take the testimony of the members of the 
Board. 

Senator Tuurmonp. I didn’t see you come in. Some up here by me. 
I need you up here close to me. 

I want the attention of the representatives of the carriers and of 
the brotherhoods, since the meeting yesterday I have given further 
consideration to the date of closing the record of these hearings. It 
has been suggested that because we are still taking testimony today 
that if it met with the pleasure of the committee I should at the 
record open until 5 p. m. of Wednesday of next week instead of Mon- 
day, as I announced yesterday. I shall extend the time until 5 p. m. 
of Wednesday of next week. The understanding is that the carriers 
and the brotherhoods are privileged to file so-called rebuttal memo- 
randa on any of the points that they care to for inclusion in the record 
by 5 p.m. on Wednesday of next week. 

I think that the questions that members of the committee have asked 
give some indication of some of the problems confronting various 
members of the committee. I hope the rebuttal memoranda will take 
them into account. I raised the question here this morning in regard 
to some exhibits that will show what the practice is on maternity 
benefits, for example, in other industries. 

A summary of what Mr. Oliver may have in the record pointed up 
to this particular matter specifically will help. 

I want you to know, I think you people in this industry know on 
the basis of your past experience with this chairman, that the decisions 
I shall reach will be documented to the records you have made. I 
believe in passing on these matters in this way. You make the record 
and we make the decision from the record in large part. 

Now, with that comment, I thank you very much, Mr. Harrison, 
and I turn to any final statements that the Board may wish to make. 
Before I call upon the Chairman of the Board, Mr. Habermeyer, I 
want to say for the record that the entire subcommittee, Mr. Chair- 
man, appreciates the cooperation that you and your colleagues have 
given this subcommittee in connection with this very complex and 
intricate matter. 

When I took over the chairmanship of this subcommittee, I think 
you should know what I said to the chairman of the full committee, 
Senator Hill. I said, “I am not a Paul Douglas. I am not an econ- 
omist in these matters as Senator Douglas is.” I consider him the 
outstanding authority on this matter now in the Congress, and I 
ie to think he is the outstanding authority on retirement and 
welfare funds and pension funds in the whole country. So I feel I 
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have an exceedingly difficult role to fill as chairman of this committee, 
and I know my colleagues on the committee are also cognizant of the 
complexity of this problem, and you certainly couldn’t do it at all with- 
out the kind of help you are giving us, and when we go into executive 
session, Mr. Chairman, we are going to need a lot of help from the 
files of your Board at least at from the experts that you have on 
your staff. 

I thought it ought to be said for the benefit of the carriers and the 
brotherhoods and the public that you certainly have demonstrated 
your ability to conduct yourself impartially and fairly and give us 
the facts that we have asked for, and I wanted to thank you for that 
assistance. 

Now, I would like to call upon you, Chairman Habermeyer, to say 
anything you want tosay and your colleagues likewise. 


STATEMENT OF THE RAILROAD BOARD, HOWARD W. HABER- 
MEYER, CHAIRMAN; HORACE W. HARPER, MEMBER; AND 
THOMAS M. HEALY, MEMBER 


Mr.Hasermeyer. Thank you very much, Mr. Chairman. 

For the record, I should say I am Howard W. Habermeyer, Chair- 
man of the Railroad Retirement Board. 

My remarks this morning will be brief, and I intend to touch on 
just three points. One, I would like to discuss at some further length 
the actuarial soundness of our system; two, I would like to talk about 
the reports we have been requested to file with the committee; and I 
would like to comment on the General Accounting Office report which 
was filed with the committee and was brought up in the testimony last 
Friday. 

As you know from my first appearance here, I am very much con- 
cerned with the present status of the railroad retirement system in 
that we are operating, as I said before, on a deficit of 3.20 percent of 
level payroll. In dollars and cents that means that we are operating 
at a deficit of about $170 million a year, in the long run. 

Now, anyone acquainted with insurance operations could quickly 
understand that the system cannot long endure operating with a de- 
ficiency of that magnitude. 

I was very happy to hear both the representatives of the carriers 
and the representatives of labor organizations testify here before the 
committee indicating that they were interested and anxious to keep 
this system on a financially sound basis. I think that is a healthy 
thing, and I am sure that the committee is going to take that into 
consideration with respect to any legislation that might be forth- 
coming. 

I also heard testimony before the committee indicating that because 
we temporarily, or for the time being, have a balance in our funds of 
about $3.6 billion that we can very well increase substantially our bene- 
fits which are being paid today without any further increase in tax 
rates or increase in the financing that comes into the system. I feel 
that testimony of that nature is harmful. It is doing a very great dam- 
age to the railroad employees. It is doing a great deal of damage to 
the railroad retirement system. 

I have been talking to our Chief Actuary with respect to this prob- 
lem, and he informs me that unless additional financing is brought 
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into the system under the schedule of benefits that we now have to 
pay, the system will go broke or be out of funds in about 1990. 
Now, I think people should generally understand that, in order to 
pay these benefits, we have to have the necessary financing to support 
the system. As I said before, I am very happy to hear both labor and 
management testify that they want to keep this system on an actuar- 


ially sound basis, and I am sure the committee will do something 
about it. 


We have been requested, as you stated earlier, Mr. Chairman, to file 
many reports with the committee covering specific items. I think we 
have complied with those requests with the exception of three. 

We have been requested to file a study on the supplemental railroad 
pension systems that are now in existence. The information has been 
a little slow in forthcoming. We are still waiting for about 30 reports 
from class 1 railroads, I sent the second followup letter out last 


Monday. I doubt seriously that we will have that information by next 
Wednesday afternoon. 


Senator Morse. We don’t need that to close the record of the hearing. 


Mr. Hapermeyer. We will get that to you as soon as we possibly 
can. 


(The material referred to is as follows:) 


RAILROAD RETIREMENT BOARD, 
Chicago, Ill., July 9, 1957. 
Hon. WAYNE MORSE, 
Chairman, Subcommittee on Railroad Retirement, Committee on Labor 
and Public Welfare, United States Senate, Washington, D. C. 


Dear SENATOR Morse: In compliance with your request of February 27, 1957, 
there is enclosed a report of the Railroad Retirement Board on pension plans 
supplmentary to the railroad retirement system. 

Copies of the report are also being forwarded to Hon. Lister Hill, chairman 
of the committee, and to Mr. Stewart McClure, chief clerk, for the use of the 
other members of the committee. 

Sincerely yours, 
HowarpD W. HABERMEYER, 
Chairman. 


PENSION PLANS SUPPLEMENTARY TO THE RAILROAD RETIREMENT SYSTEM 


This is a report on a study of supplementary pension plans undertaken by 
the Railroad Retirement Board at the request of the Subcommittee on Rail- 
road Retirement of the Senate Committee on Labor and Public Welfare. In 
order to obtain the necessary data for the study, letters were sent to all railroad 
employers inquiring into the existence of pension plans covering their employees. 
Those employers with pension plans were asked to supply detailed information 
on the provisions of the plans, number and types of employees covered, bene- 
ficiaries and benefit payments, and all available actuarial data. 

Questionnaire letters were sent to a total of 1,036 operating employers in 
March 1957. These employers included not only the railroad carriers, but also 
affiliated companies, employer associations, and railway labor organizations. 
Because of the comprehensive nature of the information requested, some em- 
ployers, including several with numerous subsidiaries, required considerable time 
to compile the necessary information and, consequently, the returns could not 
be considered substantially complete until the end of May. A total of 880 com- 
panies, who collectively account for 98 percent of the employees covered by the 
act, are represented in the data covered by this report. 

Data were developed on the coverage of the plans, beneficiaries and benefit pay- 
ments, the characteristics and provisions of the plans, and their financing and 
administration. The data on coverage and beneficiaries are not complete be- 
cause some employers did not resopnd to the questionnaires, while others did not 
furnish all the information requested. In general, the coverage data appear to 
be substantially complete, while those on beneficiaries and benefits are con- 
siderably understated. 
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Discussion of the characteristics and benefit provisions, and financing and ad- 
ministration, is limited to the largest employers; these include the class I line- 
haul railroads, the class I switching and terminal companies, the Railway Ex- 
press Agency, and the Pullman Co. Together, these classes of employer account 
for 95 percent of all employees in the industry. 


SUMMARY 


A total of 368,000 employees—30 percent of all railroad employees—are cov- 
ered by supplementary pension plans. Practically all those covered are members 
of formal plans, that is, plans which have definite rules governing eligibility for 
membership and benefits. Of the 174 formal plans, 46 with 250,000 members, place 
no restriction on membership beyond employment in the company. Nineteen 
plans, with 80,000 members, limit their membership to employees with earnings 
in excess of the amounts creditable under the Railroad Retirement Act. Eighty- 
two plans, with 28,000 members, limit their coverage to executives, salaried em- 
ployees, and those not covered by labor agreements. 

At the end of 1956, some 29,000 retired employees were reported to be on sup- 
Cocam, railroad pension rolls. Their average monthly benefit is estimated 
to be $54. 

Of the 368,000 plan members, 7 out of 10 are covered by noncontributory plans. 
The remaining 3 out of 10 contribute an average of 4.1 percent on their monthly 
earnings in excess of $350, the maximum creditable under the Railroad Retire- 
ment Act. 

More than nine-tenths of the plans, with about the same proportion of the 
covered employees, set age 65 as the normal retirement age. In more than one- 
half of them, retirement is compulsory at the age of 65 or 70 but, in most such 
plans, employees may continue to work past the compulsory retirement age upon 
mutual agreement. 

Eighty percent of the plans, with 97 percent of the covered employees, provide 
for pensions based on total and permanent disability. Only a few also permit 
retirement on account of occupational disability. 

A common method of calculating the amount of the monthly pension is to mul- 
tiply a percentage of the average monthly earnings in the last 10 years by the 
number of years of creditable service and then to subtract the amount of the 
railroad retirement annuity. A frequent variation of this formula limits the 
amount of earnings used in the computation to the excess over the amount credit- 
able under the Railroad Retirement Act; in such cases, the railroad retirement 
annuity is not deducted. Using the most typical percentage of earnings—1 per- 
cent—an employee with level monthly earnings of $600 ($250 in excess of the cur- 
rent monthly limit) and 30 years of service would receive $75 a month. Each 
additional $100 in monthly earnings would increase this amount by $30. For 
an employee with $600 in level monthly earnings, each additional year of service 
would add $2.50 a month. 

Practically all of the contributory plans were reported to be financed on an 
actuarial-reserve basis but the majority of the noncontributory plans were re 
ported to be unfunded. 

COVERAGE 


The coverage of supplementary pension plans in the railroad industry is shown 
in the following summary figures: : 


Employers Employees covered by 
pension plans 


Employers reporting bien ot | . . 
Number 0 ercen 





Number | employees!; Number ? | of all em- 
ployees 
Thousands | Thousands 
ae a ee Re a 31,03 1, 208 30 
a Ti ae diac asn dines neidieninaieghlayeaesien 154 979 362 37 
Informal plans: 
NR sc. sielib acinsndbadonetbanaba 28 44 13 
I teria eninip otha 26 OO nic tance cine baled piebhaalaiiees 
oe 584 99 0 
OR ec ctak ia anetebs acenuibbeseedddues 156 23 





1 Average number employee December 1956. 
2 Figures assumed to apply to December 1956, although not so reported in all cases. 
3 Includes 88 subsidiary employers, data for which are combined with the parent companies, 
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The term “formal plan” is used to identify one which has definite rules 
governing eligibility for membership, eligibility for benefits, and method of 
ealculating benefits. Some of the employers with formal plans have two plans, 
generally a contributory as well as a noncontributory one, so that the 154 em- 
ployers in this group have a total of 174 plans in effect. The term “informal 
plan” is used to describe one under which pensions are granted at the discretion 
of the employer on an individual merit basis rather than according to an estab- 
lished set of rules. 

As the figures above show, formal pension plans are in effect in companies 
which employ 81 percent of all railroad workers. An additional 9 percent of 
all workers are employed by companies which reported informal plans in effect. 
Thus, employers with either formal or informal plans employ 9 out of 10 rail- 
road workers. 

The existence of pension plans covering part or, in a few cases, all of their 
employees, was almost universal on the larger employers but comparatively in- 
frequent on the smaller ones. For example, of all class I railroad employees, 95 
percent worked for railroads with formal or informal plans. In contrast, only 24 
percent of the class II railroad employees and only 4 percent of those of electric 
railroads worked for employers with pension plans. Some employers also re- 
ported on behalf of subsidiary companies; in such instances, the employees of 
the subsidiary company are included under the classification of the parent com- 
pany. Thus, the figures for class I railroads tend to be slightly overstated, while 
the reverse is true for the other classes of employer. 

The foregoing discussion has dealt only with the extent of coverage of pension 
plans among employers, but has not touched on the number of employees actually 
covered by the plans. As the table on page 4 shows, 362,000 or 30 percent of all 
railroad employees are covered by formal pension plans. 

In some cases, all employees of a particular employer are eligible for member- 
ship in the pension plan or plans in effect; in others, membership is limited to 
employees in certain types of positions. Altogether, 37 percent of the employees 
of employers with formal pension plans are covered by them. The distribution 
of the 362,000 employees covered by formal plans according to the type of re- 
striction on membership is as follows: 











Number of | Number of | Number of 
Employees covered employers plans employees 
covered 
Thousands 
a ie nea ie a eae angi aaeibcamereaeuees ee | 154 174 
et OO anus i ee | 40 46 250 
Employees with specified service or age_......_______......--- 12 12 1 
Employees with earnings in excess of amount creditable under 
I 19 19 80 
Executives, salaried employees, and those not covered by 
labor agreements_..____- ew dha, clita kien Sh atbe kel 69 82 28 
Salaried employees with specified service or age.............-- 14 15 3 





1 About 1,000 employees are covered by both contributory and noncontributory plans. 


For almost 7 out of 10 employees covered by the plans, there is no restriction 
on membership in the plans beyond employment in the company. In some cases, 
however, some of the employees are covered by one plan and the remainder by 
another. Employees covered by the plans must, of course, still meet the age and 
Service requirements for benefits. 

The remaining three-tenths of the employees covered are in groups which must 
meet certain requirements with respect to type of position, level of earnings, 
basis for pay, service, or age. Without detailed analysis of the underlying data 
it is difficult to estimate the proportion of all employes in some special cate- 
gories, who are covered by pension plans. It is clear, however, that at least for 
executives and salaried employees, the proportion is substantially higher than 
for employees in other types of positions. 

The reported dates of establishment of the plans in effect in 1957 are shown 
in table 1; some of these plans are successors of other older plans. The majority 
of the 174 plans reported were established in the last two decades, but a few 
established long ago cover substantial numbers of employees. Thus, four plans 
established in the period 1900-1909 accounted for almost 30 percent of all em- 
ployees covered. On the other hand, the 77 plans established in the period 1950- 
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57 covered only 13 percent of the employees. Plans in effect before passage of 
the Railroad Retirement Act were not supplementary pension plans, of course. 
However, of the 34 reported plans established before 1937, 32 have been since 
revised ; the 2 remaining plans cover only 600 employees. 

The plans have frequently been amended in the last few years, usually to 
maintain consistency with revisions in the Railroad Retirement Act. About one- 
half, with 92 percent of the covered employees, have been amended since 1953. 
Taking into consideration plans established in the period 1954-57, 96 percent of 
covered employees are members of plans adopted or revised in those years. 


BENEFICIARIES AND BENEFIT PAYMENTS 


At the end of 1956, there were about 29,000 beneficiaries on the pension rolls 
of reporting employers, of whom almost three-fifths came under contributory 
and the remainder under noncontributory plans. The average monthly pension 
they were receiving is not known, but on the basis of the total pension disburse- 
ments reported for the calendar year 1956, appears to be approximately $54. 
The estimated average pension for the 17,000 beneficiaries of contributory plans 
was $47, while the 12,000 pensioners of noncontributory plans were receiving 
about $63. 

Assuming all 29,000 pensioners were also on the Railroad Retirement Board 
annuity rolls on December 31, 1956, it may be said that only 1 out of 11 an- 
nuitants on that date simultaneously receiving a supplemental pension. Since 
the 29,000 are not identified, it is not possible to determine their average rail- 
road retirement annuity, but it was undoubtedly above the average of $112 being 
paid to the 325,000 annuitants on the Board’s rolls. 

Table 2 shows data on beneficiaries and benefits under supplemental plans 
for the years 1954-56. Of the 3 years, the figures for 1956 appear to be most 
complete. This conclusion is based partly on the increase in number of plans 
reported and partly on a comparison of total disbursements with data on pen- 
sions and gratuities, reported to the Interstate Commerce Commission. As the 
table shows, 128 plans were represented in benefit payments for 1956 compared 
with only 83 in 1954. This increase appears to be larger than might be at- 
tributed to the establishment of new plans in the period. Total pension costs 
to the companies reporting (including funds credited to pension reserves and 
spent for administration) amounted to $20,100,000 in 1954, $31,100,000 in 1955 
and $38,800,000 in 1956. Limiting the comparison to class I railroads only, pen- 
sion costs in 1954 constituted 59 percent of the comparable figure published by 
the Interstate Commerce Comission. This proportion was 75 percent in 1955, 
and a further increase appears to be indicated for 1956. 


CHARACTERISTICS AND PROVISIONS OF PLANS 


Of the 174 pension plans, 90 are in effect on the major employers—the class I 
railroads, class I switching and terminal companies, the Railway Express Agency, 
and the Pullman Co. As mentioned previously, 95 percent of all railroad em- 
ployees work for these employers including 357,000, or 99 percent of those who are 
participants in pension plans. Therefore, the discussion of the characteristics 
and provisions of the plans is limited to the 90 plans of these major employers. 
Since 11 employers have both contributory as well as noncontributory plans, there 
are actually 79 employers represented. A small number of employees—less than 
1,000—are covered under both contributory and noncontributory plans. 


Age retirement 


More than 9 out of 10 plans provide for normal retirement at age 65. In some 
of these, the normal retirement age is higher than 65, but there is a provision 
for a gradual reduction of this normal age to 65 over a period of several years. 
In the remaining plans, which cover only 5 percent of the employees, the minimum 
retirement age is 70. The normal age is also the compulsory retirement age in 54 
percent of the plans which provide for compulsory retirement. 

Almost two-thirds of the plans covering roughly one-half of the employees pro- 
vide for compulsory retirement, but in the majority of such plans, employees may 
remain at work past compulsory retirement age upon mutual agreement. In 
such plans the compulsory retirement age is almost invariably 65 or 70, with each 
age equally frequent. As would be expected, the mutual-agreement provision is 
more common among the plans which set age 65 as the compulsory retirement age. 

The service requirement for a pension varies substantially among the different 
plans. Some have no service requirement, others specify as many as 40 years. 
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The most common requirement—20 years—applies in plans covering 57 percent 
of the employees. A few plans, in which the normal service requirement ranges 
from 25 to 40 years, permit retirement with shorter periods of qualifying service 
at ages above the normal retirement age. Comparatively few plans credit all 
railroad service in determining eligibility for benefits and in calculating the 
amount of the supplementary pension. All of the largest employers require con- 
tinuous service with the company and its affiliates or predecessors. Twelve of 
the noncontributory plans, but none of the contributory systems, credit service 
with all railroads under certain conditions. 

Three-fifths of the plans, with 200,000 employee members, permit retirement 
before age 65. In most cases, the plans require 30 years of service and the attain- 
ment of age 60 in order to qualify for retirement before the normal age. In 
three-fourths of the plans which permit retirement at age 60, the annuity is, re- 
duced actuarially, but in the others, no reduction is made. A few plans, with 
about 90,000 members, permit women with 30 years of service to retire at age 60 
with no reduction in their pensions. 


Disability retirement 


Eighty percent of the plans, with 348,000 members, provide pensions on account 
of total and permanent disability. Only a few plans, with 7,000 members, also 
provide for retirement in case of occupational disability. Most plans specify 
a minimum service requirement for eligibility for a disability pension, but very 
few have a minimum age requirement. About one-half of the employees are 
covered by plans which require 30 years of service, and an additional one-fourth 
by plans requiring 25 years. Some plans grant disability pensions to employees 
with less than the minimum service specified, but in such cases the amounts of 
the railroad pensions are reduced. 


Computation of pension 


Typically, the monthly pension under the plans is calculated by multiplying 
a percentage of the average creditable monthly earnings in the last 10 years by 
the number of years of creditable service. The percentage of earnings most 
frequently used is 1 percent; some 55 plans with 290,000 members contain that 
formula. In 26 other plans, with 43,000 members, the pension formula pro- 
vides for higher percentages of average earnings, most commonly 14 percent. 
In plans in which the earnings credited are limited to the excess over the 
amounts credited under the Railroad Retirement Act, there is no reduction of 
the pension by the amount of other benefits. Conversely, where all earnings 
are used in the benefit formula, the amount of the pension is offset by all or 
part of the annuity payable under the Railroad Retirement Act or the Social 
Security Act. About three-fifths of the plans have special maximum or mini- 
mum provisions. 


Auwiliary and survivor benefits 


None of the plans provides for benefits to wives of retired employees. A few 
plans, with less than 3 percent of the covered employees, provide for a widow’s 
pension equal to one-half of the deceased employee’s benefit. Such pensions 
are payable not only with respect to employees who died after retirement, but 
also upon death in active service of employees who already met the service 
requirements for pensions. Provision for joint-and-survivor election, on an 
actuarial basis, is quite common; two-thirds of the plans have such an arrange- 
ment. Only two plans provide for the payment of lump-sum benefits. 


Vested rights 


Two out of three contributory plans, but only one out of six noncontributory 
plans provide for vested benefit rights, that is, rights of employees to deferred 
pensions if they leave the service of their employers. Thirty-two plans, twenty- 
two contributory and ten noncontributory, covering 60,000 employees, provide 
for vesting of benefits, usually after specified periods of service. The most 
common service requirement is 20 years, which applies in the case of 16 plans 
covering 53,000 employees. 


COORDINATION WITH RAILROAD RETIREMENT AND SOCIAL SECURITY 


Virtually all of the plans provide, in one way or another, for coordination 
with railroad retirement and social security benefits. Those plans, in which 
the earnings base is the amount in excess of that creditable under the Rail- 
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road Retirement Act, make no provision for reduction on account of other bene- 
fits. Plans which have a benefit formula based on all earnings usually provide 
for the full amount of the railroad retirement or social security benefit to be 
deducted ; comparatively few provide for a partial offset. In some cases, the 
offset is incorporated in the benefit formula with different percentages apply- 
ing to different parts of the earnings base. Only 3 plans, with fewer than 1,000 
employees, do not provide for coordination with railroad or social-security 
benefits. 
FINANCING AND ADMINISTRATION 


The majority of the pension plans—58—are noncontributory. The remain- 
ing 32 require contributions from employees of 144 to 5 percent of earnings in 
excess of $350 per month. The contributory plans cover 99,000 employees, of 
whom 67,000, or two-thirds, contribute at the rate of 444 percent of their earn- 
ings. All contributory plans provide for the return of contributions with interest, 
less any benefits that may have been paid, to the employee or his survivors. 

Of the 32 contributory plans, all but 1 was reported to be on an actuarial- 
reserve basis. Of the 26 such plans that supplied information on their prior 
service liability, all but 1 reported provision for the funding of this liability. 

The majority—36 out of 58—of the noncontributory plans were reported to 
be unfunded. All but 1 of the remaining 22 plans were funded on the actuarial- 
reserve basis. Of these, nine provided for funding the prior service liability. 

The most common method of administering supplementary pension plans is 
by a board of trustees appointed by the company; 46 are administered in this 
way. An additional 35 plans use the services of a trust company or similar 
institution; in a few cases the plan is insured, that is, group annuities are 
purchased from insurance companies. 


TABULAR COMPARISON OF PROVISIONS AND BENEFITS UNDER SELECTED PLANS 


Five of the largest railroads, including 2 with contributory as well as non- 
contributory plans, account for 251,000, or 70 percent, of all employees covered 
by supplementary pension plans. The provisions of these seven pension plans 
are outlined in the attached tabular comparison. Table 3 shows the net sup- 
plementary pension (after allowance for a railroad retirement benefit based on 
the same service and the maximum compensation creditable under the act) for 
employees with specified earnings and service. 

The tabular comparison illustrates the diversity of the provisions of these 
plans as well as some points of similarity. The comparison is valuable for thé 
considerable detail afforded with respect to particular plans covering the majority 
of employees. 


TABLE 1.—Number of supplementary railroad pension plans in operation in 1957 
and employees covered, by year of establishment of plan 


Number of employees 
covered (thousands) 
Year of establishment of plan 


Total Major 


railroads railroads 





Others Total Major | Others 





| 
WE fants painter tal eneedne | 174 | 90 | 84 1 362 357 5 
| : 

Sb diden ct tiewdeysdxanimsncnn~vel 4 | 4 | 0 | 104 | 104 0 
SE tiaeniatnda nhenitpneskieatbtennetecieehin sine 7 | 9 | 8 | 37 | 35 2 
rete deh eh a eE cepa ce teaenst 11 | 5 | 6 6 | 5 1 
1990-90........... Haid dtaimcasscingin 19 14 | 5 57 | 57} (2) 
SD io cisernsin Silents Diintae-eneoeniee 46 23 23 110 | 109 1 
ll imtacvellilteuiinsma-peedereniertn 77 35 | 42 | 48 | 47 1 





1 About 1,000 employees are covered by 2 plans. 
2 Less than 500. 
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TABLE 2.—Beneficiaries and benefit payments reported under supplementary 
railroad pension plans, by type of plan, 1954-56 














Number Beneficiaries | Total bene- 
Year of plans on rolls at | fit payments 
reported | end of year in year 
oe 
All plans: 
IIs Secssc se neabatsions tocoah iegiecaitgone aootooaean eae ean mnt ome ae 128 | 28, 800 $18, 500, 000 
aa citeelatnaciaits 106 | 25, 400 14, 600, 000 
tala ticaininis ssn eth icin Ree asennad iat ecaieatadbeae 83 | 16, 300 8, 900, 000 
Noncontributory plans: | 
Ri eithick dette cane bhibtansbatacenn via sektdntkncdlas asad 81 | 12, 200 9, 700, 000 
i tn de eas ae eines oe oe ee oe 67 | 11, 300 7, 500, 000 
ee eT Re ek 50 | 5, 700 4, 100, 000 
Contributory plans: | | 
ce it a a sciaeeiteutie candi dass iia dace 47 16, 500 8, 800, 000 
paints cies tienes betaies paddle Uiniditancatiessaimscenunemaiatesclneat dake deteaabaodad | 39 | 14, 100 7, 100, 000 
SeeeetcthAicdac'crats aioe iviciaiey ceasig lin usatacces a-alabeaeaiod nckaceaaliaisiciaa incase 33 10, 600 4, 800, 000 


| 


Nore.—Data are for plans for which employers reported payments to pensioners during the year. 


TasLe 3.—Illustrative benefits payable as of Jan. 1, 1957, under selected supple- 
mentary railroad pension plans, to employees with specified service and 
earnings 














Railroad B Railroad Railroad E 
Average | Railroad |_ Railroad | D, non- 
Years of service monthly | A, con- C, con- | contrib- 
earnings | tributory | Contrib- | Noncon-/tributory| utory Contrib- | Noncon- 
utory |tributory utory | tributory 
sc aetna tele eal $400 $18. 7! $22. 33 $10 $18. 75 1 $1.00 1 $0. 68 0 
500 38. 75 46. 39 30 38. 7 1. 50 17. 27 0 
600 58.75 70. 43 50 58.75 26. 50 41.72 0 
700 78. 75 94.48 70 78.75 51. 50 66. 17 0 
30- - ; * 400 28. 75 32. 33 15 28.75 11.00 1, 68 0 
500 58.75 66. 39 45 58. 75 11.00 25. 59 0 
600 88.75 100. 43 75 88.75 25. 70 62. 04 0 
700 118.75 | 134.48 105 118. 75 60. 70 98. 49 0 
40. wa ae 400 38. 75 | 42.33 20 38.75 11.00 37.14 0 
500 78. 75 86. 39 60 | 78.75 40. 70 85. 59 $15. 70 
600 118.75 130. 43 100 118.75 | 85.70 | 134. 04 55. 70 
700 158. 75 174. 48 140 158. 75 | 130. 70 182. 49 55. 70 











1 Computed under minimum provisions. 


Note.—Benefits computed on assumption of continuous service at level monthly earnings through 1956. 
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552 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


Mr. Hasermeyer. In the testimony on Friday I believe you re- 
quested the Board to submit a report commenting on its regulation 
with respect to the payment of unemployment contributions by the 
railroad employers, and that report will be sent you probably tomor- 
row afternoon. 

Senator Morsz. Thank you very much. 

Mr. Hasermeyer. Mr. Bernstein, counsel of the subcommittee, re- 
quested during Mr. Schoene’s testimony that the Board comment with 
repect to the administrative costs of the bill S. 1630. We have had 
great difficulty trying to determine just what those costs would be. It 
1s quite a departure from the present administration of the act. There 
are a great many factors involved that make it almost impossible for 
us to arrive at a good figure. On the one hand, we know that adjudi- 
cation will be complicated. How much it is hard to determine. On 
the other hand, we know that there will be fewer beneficiaries, fewer 
claims to be paid, so that would be a reduction in administrative costs. 
I would hazard a guess that possibly one would offset the other, and 
that would be just pulling a statement out of the air because I have no 
real basis for knowing that. I don’t think anybody can tell just what 
the administrative costs would be under S. 1630, and that is about the 
best I can do at this time. 

We have filed a report with the committee, Tabular Summary of 
Pension Plans in Other Forms of Transportation, as requested. This is 
a field in which much of the information is difficult to obtain and where 
there has been substantial changes made recently. To do the job 
to our complete satisfaction would have required months instead of 
the few weeks that were available. We have collected all that could 
be found in this short time at the Bureau of Labor Statistics and the 
United States Maritime Commission, from the plans themselves, and 
——— discussion with informed persons in the transportation in- 

ustry. 

While we do not and could not claim perfection for our summary, we 
do believe it represents a reasonably good picture of the situation. 
The employment figures and exact coverages in some areas are rather 
rough estimates that cannot be fully documented. For example, it 
would be difficult to prove that probably a great—this is part of our 
report—probably a great majority of the employees in each branch of 
interstate transportation are covered by supplementary pension plans. 
Also there is doubt as to the extent of some of the maritime industry 
plans covering employment for employers who are actually in com- 
petition with the railroads. However, it is obvious that the tendency 
in recent years for collective-bargaining agreements to include agree- 
ments for supplementary pensions has spread into the transportation 
industry and is continuing to spread there. 

We attempted to make a study last fall but there was then little or 
no information available. We are amazed that there is so much more 
information available now, but it is still not sufficient to give you all 
of the information the committee should have, and within 6 months I 
am sure that there will be greater changes because the trend now is 
for organizations in all their negotiations to ask for pension retire- 
ment programs, and there are new ones being created every day. 

Now, last Friday, I believe it was, there as introduced into the record, 
the Comptroller General’s Report, dated December 31, 1956. I think 
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that, for the record, the Board should file and I now offer the reply 
letter that we sent to the Comptroller General when he submitted the 
report to us for comments. 


Senator Morse. It will be received into the record at this point. 
(The letter follows :) 


RAILROAD RETIREMENT BOarp, 
Chicago, Ill., April 19, 1957. 
Hon. JosePH CAMPBELL, 
Comptroller General of the United States, 
General Accounting Office, Washington, D.C. 


DEAR Mr. CAMPBELL: This has reference to the proposed special report to the 
Congress of the United States—Railroad Retirement Board—December 1956 
transmitted to the Board by Mr. L. A. Nelson, with his letter of March 15, 1957. 

The proposed special report would make a number of recommendations to the 
Congress concerning the Railroad Retirement Act of 1937. Our comments on 
such proposed recommendations are set out below. 

1. The first proposed recommendation pertains to the actuarial condition of 
the railroad retirement account and is based “on the premises that the presently 
existing actuarial deficit of the railroad retirement system should not increase 
and the system should be maintained on a self-supporting basis * * *.” 

With reference to this recommendation you are advised that the Board is 
in full agreement with the premises above stated and will continue to oppose 
any legislation which would tend to increase the existing actuarial deficit. In this 
connection the Board, in its statement relating to the sixth actuarial valuation 
of the railroad retirement system as of December 31, 1953, but related to the 
law in effect on December 31, 1955, commented as follows: 

“The Board is concerned about the excess of level cost over the actual tax 
rate of 12.5 percent. This excess, called the actuarial deficiency, is 1.63 percent 
of payroll (14.13 minus 12.50), or $86 million a year on a level basis. While 
this deficiency is not immediately dangerous, means for its ultimate elimination 
should be carefully studied by all concerned.” 

2. Your second proposed recommendation concerns amounts heretofore appro- 
priated by the Congress to the railroad retirement account under section 4 (n) 
of the Railroad Retirement Act with respect to creditable military service ren- 
dered after 1936. This recommendation is in two parts, namely, (a@) that the 
“amount of entitlement [for creditable military service rendered after 1936] 
should be determined on an additional present value cost basis, a basis prescribed 
by the act with respect to military service rendered before 1937” and (b) that the 
Board’s pending “request for $89 million for fiscal year 1958 should be denied 
and the Board should be required to pay back to the United States Treasury 
any appropriations and interest earnings that are determined to be excessive.” 
You estimate “the proposed recovery to be $355 million, based on an earlier rough 
estimate prepared by the Board.” 

This recommendation is based on the estimate that the actual cost to the rail- 
road retirement system for creditable military service would be about $64 million 
(based on some figures, which will be discussed later, that the Bureau of the 
Budget secured from the Board), and on the provision in the 1951 amend- 
ments to the Railroad Retirement Act which provides for transferring to the 
Social Security Administration the benefit rights of railroad employes (and their 
families) who at the time of retirement or death will have completed less than 
10 years of service creditable under the Railroad Retirement Act. 

We believe that your proposed recommendation to finance creditable military 
service rendered after 1936 on an additional, rather than actuarial level, cost 
basis, is, in the light of the discussion below, not appropriate. 

Prior to a discussion of the estimate of the liabilities for such creditable 
military service it is pertinent to state that such military service is properly 
financed exactly like railroad service, so that no comparison between amounts 
appropriated and estimated liabilities can properly be made; and the size of 
the estimated liabilities is totally irrelevant to this issue in view of the specific 
provisions of section 4(n) of the Railroad Retirement Act discussed below. 
However, since the estimated liability figure of some $64 million is asserted, it 
should be noted that this estimate by no means represents the liability and is 
absolutely misleading. As stated earlier, this estimate is based on some figures 
secured from the Board. These figures were secured from the Board at the 
insistence of the Bureau of the Budget and were computed in accordance with the 
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methods specified by the Bureau. Pursuant to these specifications, the estimate 
of the military service liabilities was made on the basis of the Railroad Re- 
tirement Act and other pertinent laws then in effect. No allowance was made 
for the great increases in benefit rates and other changes in the law that will 
occur before the bulk of the additional benefits based on military service credits 
will become payable 30, 40, and 50 years hence. Thus, the obligations that will 
actually come into being will turn out to be much higher than the figures given 
by the Board to the Bureau of the Budget. For example, in the last 10 years the 
benefit rates have more than doubled. There may, of course, be changes that will 
work in the opposite direction. In any event, it is impossible to know before an 
individual retires or dies whether he, his dependents or survivors will qualify 
for benefits and, if so, in what amount. Necessarily, in some cases the amount 
of benefits that will be drawn on the basis of creditable service will far exceed 
the payments into the account attributable to such service. Consequently, the 
solvency of the account is dependent upon the fact that in other cases the income 
derived from taxes with respect to such service exceeds the amount of benefits, 
if any, that will be paid on the basis of such service. The 1951 amendments to 
the Railroad Retirement Act, by increasing the retirement annuities a minimum 
of 15 percent, increasing survivor benefits a minimum of one-third, and providing 
spouses’ benefits, increased the excess of benefit payments over tax collections 
with respect to creditable service in some instances. These amendments made 
no provision for increasing the tax collections with respect to any such service 
but relied upon decreasing or eliminating benefit payments in other instances. 
No reduction in, or refund of, carrier or employee taxes was provided with re- 
spect to the service of those who at death or retirement may have less than 10 
years of service or may have no spouse or may leave no survivors or may not 
live long enough after retirement to draw benefits equivalent to the taxes paid 
on their service. Under the residual lump-sum provision (which assures the indi- 
vidual that benefits will be paid either under the Railroad Retirement Act, or the 
Social Security Act based on railroad service, in an amount at least equal to the 
specified percentages of his creditable compensation) the amount of compensa- 
tion attributable to creditable military service is treated just like creditable 
railroad compensation. 

It seems clear from what was said above that comparisons between contribu- 
tions and benefit liabilities with respect to individuals who received military 
service credits are no more warranted than for any other selected group of 
individuals covered under the Railroad Retirement Act. Payroll taxes are re- 
lated to the cost of the program as a whole and the question as to how such 
taxes compare with benefit liabilities for any particular group of employees is 
irrevelant. Taxes paid with respect to military service are no exception to 
this rule. There is no difference between the taxes and benefit liabilities for 
employees who have military service and the taxes and benefit liabilities of a 
Similar age and service group who have no military service. Following this line 
of reasoning, the fifth triennial actuarial valuation of the railroad retirement 
system as of December 31, 1950, and the sixth triennial valuation as of December 
31, 1953, considered both assets and liabilities on account of crediting military 
service rendered after 1936 in exactly the same fashion as for regular railroad 
service. Had the military service appropriations not been included as assets, 
these triennial valuations would have shown larger deficits than they actually 
showed. In view of this, it is clear that the amounts heretofore appropriated for 
creditable military service, as well as the $89 million for which a claim has 
been made, have already been spent or obligated. Therefore, even if estimates 
of liabilities were relevant, which they are not, it is improper to view these 
estimates as realistic liability figures and to use these estimates, or any other 
figures based thereon, is utterly misleading. 

In considering this issue, it must be emphasized that the appropriations for 
creditable military service heretofore made, and the claim for $89 million now 
pending, were all made in strict compliance with the law as contained in section 
pa of the Railroad Retirement Act, which section reads in pertinent part as 
ollows: 

“In addition to the amount authorized to be appropriated in subsection (a) 
of section 15 of this act, there is hereby authorized to be appropriated to the 
railroad retirement account for each fiscal year, beginning with the fiscal year 
ending June 30, 1941 (i) an amount sufficient to meet the additional cost of 
crediting military service rendered prior to January 1, 1937, and (ii) an amount 
found by the Board to be equal to the amount of the total additional ex- 
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cise and income taxes which would have been payable during the preceding 
fiscal * * *.” 

That part of the above-quoted section 4(m) relating to appropriations for 
the crediting of military service rendered prior to 1937 was enacted in 1940 
(Public Law 801, 76th Cong.), and the Government’s obligation therefore 
was fixed on an additional cost basis. The part of said section 4(n) relating to 
appropriations for the crediting of military service rendered after 1936 was 
enacted in 1942 (Public Law 520, 77th Cong.), and the Government’s obligation 
therefore was fixed on an actuarial level cost basis, as in the case of actual 
railroad service, with taxes assessed on what the average railroad employee then 
earned in a month, $160. With respect to this military service the Government 
assumed the role of a railroad employer with the employer’s tax obligation, and 
since it was, obviously, unfair to require the employee to pay out of his meager 
military service pay the employment tax due as if he were in railroad service, the 
Government assumed by law that obligation as well. 

The Railroad Retirement Board has been entrusted with the administration 
of the Railroad Retirement Act and, in this respect, the Board members have 
the responsibility of preserving the trust fund in the railroad retirement ac- 
count; they are, in essence, trustees of that fund. The law does not permit 
the Board to differentiate between covered employees so that if a particular 
employer (whether a railroad company or a railway labor organization) should 
claim a refund from the railroad retirement account of any part of the taxes 
it has paid for retirement purposes on the ground that the share of the benefits 
received by its employees was less, or is estimated to be less, than the taxes 
paid, or that such taxes were used to pay the benefits of employees of another 
employer, the members of the Board would obviously have the obligation, as 
trustees of the fund, to resist and reject such a claim. Similarly, particular 
groups of railroad employees, railroad conductors, say, could not demand a re- 
fund, or adjustment, of taxes because the conductors, as a class or as individuals, 
received less in benefits than employees in other occupations. The system 
simply could not operate on such basis. 

When the Government undertook to provide railroad employees with a veteran’s 
benefit in the form of credits under the Railroad Retirement Act on the basis 
of their military service and for this purpose assumed the role of a railroad 
employer and agreed to pay the employer and employee taxes at the prevailing 
tax rates on a $160 a month, the military service in question became, in effect, 
a part of the total railroad service creditable under the Railroad Retirement 
Act and taxable as such under the railroad retirement system. To single out 
any part of this total creditable railroad service and to claim a refund with 
respect to such part because of the possibility that the taxes paid with respect 
thereto might ultimately exceed the additional cost of crediting this particular 
part of creditable service is wholly inconsistent with the basic principles of the 
system and completely out of accord with any system of social insurance. 

Under these circumstances, the recommendation to recover from the Railroad 
Retirement Account any part of the amounts heretofore appropriated to the Rail- 
road Retirement Board for the crediting of military service after 1936 would, in 
effect, place the Government in the position of abrogating an agreement of many 
years standing to treat as railroad service, under the Railroad Retirement Act, 
the creditable military service of railroad employees, and to assume the finan- 
cial obligation therefor on an actuarial rather than additional, cost basis. That 
the Government has definitely decided not to annul this agreement is shown 
below in the discussion of Public Law 881, 84th Congress, 2d session (approved 
August 1, 1956). 

Concerning the provision in the 1951 amendments to the Railroad Retire- 
ment Act with regard to employees who at retirement or death will have com- 
pleted less than 10 years of creditable service, it should be noted that when this 
provision was under consideration by the congressional committees, the report 
of the Bureau of the Budget directed specific attention to the fact that the 10- 
year service requirement would result in savings in the cost of crediting mili- 
tary service. At the same time, of course, it was readily apparent that by reason 
of other liberalizing amendatory provisions there would be substantial increases 
in the cost of crediting military service for railroad employees with more than 
10 vears of service, so that both savings and increases in the cost of crediting 
railroad service were involved in this amendatory proposal. After full consider- 
ation of the subject, the Congress enacted the amendments without making any 
change in financing the crediting of either railroad service or military service, 
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notwithstanding substantial changes in the form of allocation of benefits. Simi- 
larly, the Congress has been aware of the long-standing provision for reducing 
the military service credit because of allowance under veterans’ or other laws of 
benefits for the same service; and its continuance of the appropriation provision 
on an actuarial basis without modification is a positive indication of an appreci- 
ation that the treatment of the Government as an employer as regards men in 
its service in the military forces was befiting and proper. 

The Board notes with interest the reference in your recommendation to Public 
Law 881, 84th Congress, 2d session (approved August 1, 1956). Section 408 
of this public law would reduce the payment by the Government into the Rail- 
road Retirement Account (with respect to military service rendered afer 1956) 
by the amount of the Government and employee taxes which would be paid into 
the social security system on the basis of the same military service (see Congres- 
sional Record of July 13, 1955, p. 8892). This enactment constitutes a most 
recent affirmation by the Government of its obligation (mentioned above) with 
regard to the crediting under the Railroad Retirement Act of military service 
rendered after 1936 on an actuarial level (rather than additional) cost basis, 
just as in the case of strict railroad service. The Senate committee Report No. 
2380 on the bill H. R. 7089 contains, in the section-by-section analysis of the 
bill, the following explanation of the provisions of this section: 

“This section contains amendments to the Railroad Retirement Act of 1937. 
These amendments, which take into account the existing interrelation between 
the railroad retirement system and the old-age and survivors insurance system, 
are designed to continue the present policy under both systems with respect to 
the performance by workers of military or naval service. 

““(1) After 1956 there will be creditable under railroad retirement, wage 
credits of $160 for each month of military service performed by an individual 
who has at least 10 years of coverage under the Railroad Retirement Act 
(including coverage acquired by military service). 

“(2) The compensation received for military service by an individual 
who, previously, was in railroad employment within the 2-year period im- 
mediately preceding his entrance into military service will be subject to 
the regular 4 percent social security tax (2 percent being paid by the in- 
dividual and 2 percent by the Government). However, the Government 
will, by direct appropriations, reimburse the railroad retirement account 
for each month of military service performed by such individual by an 
amount equal to 12% percent of the $160 wage credit, minus the amount 
of the 4 percent social security tax paid with respect to his military com- 
pensation. (The 12% percent represents the combined rates of tax payable 
by both the employer and employee under the Railroad Retirement Act.) 

“(3) Should the military service be used for payment of social security 
under title II of the act, no adjustment would be required between rail- 
road retirement fund and social security. The 4 percent tax for social 
security would be used to pay the benefits. However, should the military 
service be used for benefits under the Railroad Retirement Act, the OASI 
trust fund would be charged by the railroad retirement account for the 
amount of the social security benefits which would be attributable to the 
military service on which the 4 percent social security taxes were collected. 

“(4) An individual would not be permitted to receive both benefits on the 
basis of his military service.” [Emphasis supplied. ] 

This proposed recommendation has been made by the General Accounting 
Office repeatedly for several years prior to the enactment of Public Law 881, 
above mentioned; and the passage by the Congress, and its direct approval by 
the President (presumably not against the recommendation of the Bureau of 
the Budget) constitutes, in our opinion, a denial that the basis for the recom- 
mendation has any validity. 

3. The third proposed recommendation relates to military service reimburse- 
ments received from the Social Security Administration and reads as follows: 
“We recommend that a periodic determination be made of the amount credited 
by the Administration to the Board on account of military service creditable 
under the Railroad Retirement Act, and that the Board be required to pay the 
amounts so determined into the general funds of the United States Treasury. 
Public Law 881, 84th Congress, corrected this situation with respect to mili- 
tary service rendered subsequent to December 31, 1956, but still left unresolved 
the financial adjustment in the period from September 15, 1940, through Decem- 
ber 31, 1956.” 
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For our comments on this proposed recommendation, we refer you to our 
discussion of your second proposed recommendation. From that discussion it 
can readily be seen also why we do not agree that Public Law 881, 84th Con- 
gress “still left unresolved the financial adjustment in the period from Sep- 
tember 15, 1940, through December 31, 1956.” On the contrary, as shown in 
that discussion, this public law took account of and resolved all issues raised by 
your second and third proposed recommendations. 

4. The fourth proposed recommendation is with respect to interest rates on 
investments of the railroad retirement system, and is based on a comparison 
of the interest rates provided by section 15 of the Railroad Retirement Act 
for investment of amounts in the railroad retirement account, with the interest 
rates provided by section 201 of the Social Security Act for investment of 
amounts in the old-age and survivors insurance trust fund. You state in this 
connection that: “The question arises as to the justification for different in- 
terest rates between the two systems and for the continuation of payment of 
an interest rate on railroad retirement funds in excess of that being paid by 
the Treasury Department in obtaining funds from the public.” You state also 
that: “The difference in interest rates between the two systems has permitted 
the railroad retirement system to gain approximately $54 million through 
June 30, 1956, under a financial interchange arrangement between the two sys- 
tems authorized by section 5 (k) of the Railroad Retirement Act.” Accord- 
ingly, you recommend that “the Congress establish an interest rate for special 
obligations for the railroad retirement system consistent with that recently 
established for the civil service retirement and social security systems.” 

With respect to this recommendation we shall discuss first the reference to 
the “financial interchange arrangements between the two systems.” This ar- 
rangement is provided for in section 5 (k) (2), enacted by the 1951 amendments 
to the Railroad Retirement Act, subparagraph (A) of which reads as follows: 


“The Board and the Federal Security Administrator shall determine, no later 
than January 1, 1954, the amount which would place the Federal old-age and 
survivors insurance trust fund (hereinafter termed ‘trust fund’) in the same 
position in which it would have been at the close of the fiscal year ending 
June 30, 1952, if service as an employee after December 31, 1936, had been 
included in the term ‘employment’ as defined in the Social Security Act and 
in the Federal Insurance Contributions Act.” [Emphasis supplied.] 


The purpose of this subparagraph is to provide additional funds to the rail- 
road retirement system. These additional funds will help to finance in part 
the additional benefits provided by the 1951 amendments to the Railroad Re- 
tirement Act. The Railroad Retirement Board has estimated that over the 
long run the railroad retirement system will gain, and the Congress enacted 
the 1951 and later amendments on that assumption. The actuary of the Social 
Security Administration, on the other hand, stated at the hearings on the 1951 
amendments that, in his belief, the social security system rather than the rail- 
road retirement system will gain in the long run. In any event, the con- 
gressional directive that the social security system shall not be worse off than 
it would have been if railroad service had always been covered under the 
social security system necessarily requires an adjustment of funds, and the 
payment by the social security system of benefits on the basis of less than 10 
years of railroad service is an integral part of this adjustment. From the point 
of view of the social security system, the net result would be the same if the 
railroad retirement system made such payments, and the social security sys- 
tem was charged with the amount thereof, always bearing in mind that the 
social security system is credited with taxes on the railroad employment of all 
railroad employees, including those who at retirement or death will have com- 
pleted less than 10 years of service. 

Similarly, the fact that the railroad retirement account earns 3-percent inter- 
est, as compared with the average rate of less than 3 percent earned by the old- 
age and survivors insurance trust fund, is no loss to the social security system 
because if the amount determined pursuant to section 5 (k) (2) (A) were trans- 
ferred, instead of retained, the interest earned on that amount by the fund would 
be no greater than the average rate. That this amount should be retained in 
the railroad retirement account is part of the plan. There is no loss to the old- 
age and survivors insurance trust fund and no loss to the Government, since 
if there were no financial interchange the funds would remain in the railroad 
retirement account and interest at 3 percent would be earned on it. That the 
amount so determined was to be retained until canceled out over the years is 
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quite clear in the law, and the report does not contend otherwise. The reason 
for retaining this amount until canceled out is completely clear; it is largely 
to avoid the loss to the railroad retirement account of about 0.75-percent interest 
on this amount. 

Your recommendation that “the Congress establish an interest rate for special 
obligations for the railroad retirement system consistent with that recently estab- 
lished for the civil service retirement and social security systems,” is apparently 
based on the view that the 3-percent rate for the railroad retirement account 
is too high. In this connection we call your attention to section 15 of the Rail- 
road Retirement Act of 1937, which reads in pertinent part as follows: 

“(a) * * * There is hereby authorized to be appropriated to the account for 
each fiscal year, beginning with the fiscal year ending June 30, 1937, as an annual 
premium an amount sufficient, with a reasonable margin for contingencies, to 
provide for the payment of all annuities, pensions, and death benefits in accord- 
ance with the provisions of this Act and the Railroad Retirement Act of 1935. 
Such amount shall be based on such tables of mortality as the Railroad Retire- 
ment Board shall from time to time adopt, and on an interest rate of 3 per 
centum per annum compounded annually * * *. 

“(b) At the request and direction of the Board, it shall be the duty of the 
Secretary of the Treasury to invest such portion of the amounts credited to the 
account as, in the judgment of the Board, is not immediately required for the 
payment of annuities, pensions, and death benefits in accordance with the pro- 
visions of this Act and the Railroad Retirement Act of 1935 in interest-bearing 
obligations of the United States or in obligations guaranteed as to both principal 
and interest by the United States * * *. Such special obligations shall bear 
interest at the rate of 3 per centum per annum. Obligations other than such 
special obligations may be acquired for the account only on such terms as to 
provide an investment yield of not less than 3 per centum per annum. * * *” 

The Railroad Retirement Act establishes the railroad retirement system on 
an actuarial-reserve basis. It provides for appropriations to the account equal 
to an actuarially determined annual premium. In calculating the annual pre- 
mium the Board is directed to use an interest rate of 3 percent. Accordingly, 
an interest yield of not less than 3 percent must be assured on investments, 
and the provision for the 3 percent interest rate does no more than carry out 
this policy. 

Apparently, the Congress was guided by the long-range character of railroad 
retirement investments and by the necessity of maintaining for that system full 
actuarial reserve consistent with the method of financing adopted. The same 
considerations may not be equally applicable to other trust funds such as the 
old-age and survivors insurance, the civil service retirement, or unemployment 
insurance. There are a number of Federal programs which earn more than 3 
percent on their investments, ana life-insurance companies currently earn more 
than 3 percent. 

Moreover, a reduction in the rate of interest on the investments of the rail- 
road retirement account would have the immediate effect of requiring a substan- 
tial increase in the rate of taxes used to finance the program or a reduction 
in benefits now authorized. The railroad industry has had no reason not to 
feel secure in its understanding that it could rely on the permanency of the 
minimum interest rate fixed by Congress. Railroad management and their em- 
ployees should not, because of a sudden and unwarranted change in long- 
established Government policy applied to their retirement system (which was 
instituted in the national interest and the public welfare), be threatened with 
an increase in taxes or a reduction in benefits, or both. 

Finally, with reference to interest earned on appropriation advances, your 
proposed report would make the following statements: 

“Until 1952 a procedure was in effect which enabled the Railroad Retirement 
Board to invest appropriations which were received in advance of, and some- 
times in excess of, actual tax collections. Although this procedure was prospec- 
tively corrected by the Congress in 1952 the Board has been permitted to retain 
approximately $40 million of interest earned by investment of these advances 
prior to actual receipt of the taxes. 

“We have no recommendation for corrective action, but consider it advisable 
to have the Congress aware of this windfall to the retirement fund when con- 
sidering remedial action on the other points contained in this report.” 

With reference to your comments quoted in the next preceding two para- 
graphs, a distinction must be made between the appropriations made under the 
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definite annual appropriation procedure in effect prior to fiscal year 1952 and 
the amounts appropriated beginning with the fiscal year 1952. 

The basic authority for appropriations to the railroad retirement account is 
contained in section 15 (a) of the Railroad Retirement Act, which reads as 
follows: 

“There is hereby created an account in the Treasury of the United States to 
be known as the Railroad Retirement Account. There is hereby authorized to 
be appropriated to the account for each fiscal year, beginning with the fiscal 
year ending June 30, 1937, as an annual premium an amount sufficient, with 
a reasonable margin for contingencies, to provide for the payment of all annui- 
ties, pensions, and death benefits in accordance with the provisions of this Act 
and the Railroad Retirement Act of 1935. Such amount shall be based on such 
tables of mortality as the Railroad Retirement Board shall from time to time 
adopt, and on an interest rate of 3 per centum per annum compounded annually. 
The Railroad Retirement Board shall submit annually to the Bureau of the Bud- 
get an estimate of the appropriation to be made to the account.” 

Note that this section authorizes only a single annual appropriation for each 
fiscal year and a definite amount to be determined as therein provided. It does 
not make the amount appropriated conditioned upon any tax collections or the 
time of such collections; in fact, it makes no reference whatever to taxes. How- 
ever, since the tax rates under the Carriers’ Taxing Act of 1937 (now the Rail- 
road Retirement Tax Act) were fixed with a view to producing an amount suf- 
ficient to maintain the railroad retirement system on an actuarial level-cost basis, 
the Board, since the system was established, in making the estimates for each 
fiscal year prior to 195z, pursuant to section 15 (a) has, in effect, based such esti- 
mates on an estimate of only the amount of the tax collections under the taxing 
act for the fiscal year for which the appropriation was made as an approxi- 
mation of the annual premiums required by law. 

The basic authority for the investment of appropriations to the Railroad 
Retirement Account is contained in section 15 (b) of the Railroad Retirement 
Act which reads, in part, as follows: 

“At the request and direction of the Board, it shall be the duty of the Secretary 
of the Treasury to invest such portion of the amounts credited to the account 
as, in the judgment of the Board, is not immediately required for the payment of 
annuities, pensions, and death benefits in accordance with the provisions of this 
Act and the Railroad Retirement Act of 1935 in interest-bearing obligations of 
the United States or in obligations guaranteed as to both principal and interest 
by the United States * * *,” 

Pursuant to the provisions of section 15 (a) and 15 (b) of the Railroad Retire- 
ment Act, the appropriation language covering the appropriation to the Railroad 
Retirement Account, beginning in 1938, was substantially similar to that used for 
the fiscal year 1951, which reads as follows: 


“RAILROAD RETIREMENT ACCOUNT 


“For an amount sufficient as an annual premium for the payments required un- 
der the Railroad Retirement Acts of August 29, 1935, and June 24, 1937, and 
authorized to be appropriated to the railroad retirement account established un- 
der section 15 (a) of the latter Act, $_._.___: Provided, That such total amount 
shall be available until expended for making payments required under said 
retirement acts, and the amount not required for current payments shall be 
invested by the Secretary of the Treasury in accordance with the provisions of 
said Railroad Retirement Act of June 24, 1937.” 

In view of the provisions of section 15 (a), all appropriations to the Railroad 
Retirement Account during the period 1938-1951, inclusive, were definite annual 
amounts as estimated by the Board in conformity with such provisions. At no 
time prior to the appropriation for the fiscal year 1952 did the appropriation lan- 
guage contain any reference to tax collections or make the amount appropriated, 
or the time of the appropriation, conditioned upon the amounts collected in taxes 
or upon the time of such collection. 

The specific annual appropriations, consistent with governing procedures, be- 
came available for transfer and investment upon enactment of the appropriation 
act or at the beginning of the fiscal year, whichever was the later. This was also 
consistent with existing law and effective procedures, as pointed out in the Presi- 
dent’s 1951 budget message, in which it was stated: “Under present law, the 
transfers of tax receipts to the fund must be made in advance of collection * * *.” 
It was also consistent with ordinary insurance practice, under which annual 
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premiums are payable in advance. By arrangement with the Bureau of the 
Budget and the Treasury Department under the apportionment procedure, and 
in accordance with the provisions of section 15 (b) of the Railroad Retirement 
Act and those of the appropriations acts, the amounts not required for bene- 
fit payments in the last three quarters of the fiscal year were immediately in- 
vested. Over- and under-estimates of tax collections on which the appropriations 
were based were adjusted in subsequent fiscal years but with one exception, there 
never was any adjustment of interest because of the resulting under- or over- 
appropriations. Had such adjustments been effected, they would have resulted 
in a net credit of many millions of dollars in favor of the Board, but no claims 
therefor ever were made by the Board because of rigid conformity to the existing 
arrangement. The single exception was a relatively small adjustment which was 
included, over the objections of the Board, in the “cleanup” adjustment made in 
fiscal year 1954 as a final transaction in the transition from the period of definite 
annual appropriations to that of a permanent indefinite appropriation. 

The other instance of an adjustment of interest in connection with an over- 
appropriation was a minor adjustment resulting from an error by the Treasury 
Department in crediting the Railroad Retirement Account with an amount of 
tax collections under the permanent indefinite type of appropriations. 

In view of the above, it is the Board’s position that during the period prior 
to the fiscal year 1952, since amounts made available to the railroad retirement 
account for investment were made so available in accordance with existing law, 
and since no question was raised by the Bureau of the Budget or by the Con- 
gress as to prior transactions when the existing law was substantively modified, 
no refund should be made to the Treasury of interest realized on appropriations 
received prior to actual tax collections. 

In conclusion we request that our comments above with respect to any of your 
proposed recommendations, if such comments do not result in a withdrawal of 
any proposed recommendation, be made a part of whatever report you make to 
the Congress on the railroad retirement system. 

Referring to the conference in Washington, D. C., on April 9, 1957, between the 
members of the Board and representatives of your office, we hope that your 
representatives will find it convenient to meet again with the members of the 
Board sometime during the week of April 29, 1957, as suggested by Mr. Harper. 

Sincerely yours, 


Howarp W. HABERMEYER, Chairman. 


Mr. Hanermeyer. First, I should say that the report itself presents 
nothing, I believe, new. The Comptroller General in 1952, and again 
in 1953 or 1954, filed a similar report to the one that is being filed at 
this time. It deals generally with five points. The first point is 
calling attention to the fact that the Board is operating at a deficiency, 
that the fund is actuarily unsound, and the recommendation is that 
something be done to put the system on a sound financial basis. 

With respect to that point, the Board is unanimous in agreeing 
with the Comptroller General that something should be done. We 
do not differ on that point. 

The second point that is made calls attention to the fact that in 1942 
the Congress of the United States wrote into the Railroad Retirement 
Act a provision whereby the military services of railroad workers 
would be creditable for retirement and survivor purposes under the 
Railroad Retirement Act. The Congress, in substance, then provided 
that the Government in this instance would act as the railroad employ- 
er and would pay the going tax rate that all railroad employers were 
paying for similar credits under the railroad retirement system. 
Since the man was in military service, the Government would sim- 
ilarly pick up the taxes that the railroad employee would pay to get 
credit for those services. 

That provision has not been changed since 1942. The Board has 
collected, as stated in the report, a considerable amount of money 
from the Government in the form of taxes paid for the credit of this 
military service. 
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Now, this military service, as far as the Board is concerned, is used 
generally speaking the same as any other railroad service. This 
provision of the law being in effect now for 15 years, has been taken 
account of by the actuaries of our Board who have assumed, and prop- 
erly so, that the moneys received from this source are not different 
from the moneys received from the railroad employees or employers. 

The funds due from the Government under this provision have 
been included as available funds in the studies that have been made 
with respect to the soundness of the system, and now the contention 
is made that maybe we won’t pay out as much in benefits for these 
military-service credits as we have already collected in taxes. The 
railroad retirement, or any similar insurance system, cannot be op- 
erated on an individual, or special group, cash basis. For example, 
the Pennsylvania Railroad system may come to the Board and say, 
“We have conducted a study and we find our people, instead of retir- 
ing at age 68, as the average railroadman does, work on to age 71. 
Consequently, they don’t draw their benefits as long as the employees, 
for example, of the B. & O. or some other railroad, and they pay their 
taxes longer, so we should receive a refund because our people aren’t 
getting as much out of the system as those on some other railroad.” 
Well, you can very well see that the system itself couldn’t recognize 
individuals, or special groups, on the basis of what it actually costs us. 

I don’t think that at the present time there is anyone who can say 
exactly what these military services are going to cost the Railroad 
Retirement Board. The military-service credit provisions were 
enacted, as I said, in 1942, when the benefit schedule was much, much 
lower than it is today, and the general tax rates were equally low, 
so much so that we know today that they are insufficient to support 
the much higher benefits under the present system. I would not even 
hazard a guess as to what improvements might be made in the system 
within the next 10 years, which, in turn, would increase the cost for 
the military-service credits. Yet the contention is made that the 
costs for these military services are going to be considerably less than 
the taxes collected and that the Government should recover from the 
Railroad Retirement Board the difference. But this is not a new 
problem; it has been reviewed before. I know it was reviewed at 
great length when the 1951 amendments to the Railroad Retirement 
Act were enacted and, even as recently as last year, when the Hardy 
bill was adopted, there were extensive hearings, I think, and the study 
went on for about 2 years. The Hardy committee went very deeply 
into this question of how the railroad retirement account should be 
treated with respect to these military-service credits. 

Senator Morse. Let me see if I follow you, Mr. Chairman. This 
is exactly the type of detail that I had in mind when accepting this 
chairmanship. I said I know so little about it; it is going to take a 
terrific amount of study to even find out how the system works. Am 
I correct that at the outbreak of the war railway employees went 
into the military service ? 

Mr. Hanermeyer. Yes, sir. 

Senator Morsr. Considerable numbers of them did so, and the 
Federal Government entered into an agreement whereby the Govern- 
ment agreed that it would pick up the tab, so to speak, of the retire- 
ment-benefit cost that would otherwise have been paid had these men 
stayed in railroad service. The Federal Government said that it 
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would pay the carriers’ share and it would pay the employees’ share ; 
is that a statement of fact ? 

Mr. HasermMeyer. That is a fact; yes, sir. 

Senator Morse. And next the Railroad Retirement Board proceeded 
to treat those payments just the same as they would treat them if 
the men had stayed in the railroad service and had made their contri- 
butions and the carriers had made their contributions in respect to 
those particular men ? 

Mr. HaserMeyer. That is right, sir. 

Senator Morse. And in operating any insurance fund such as this 
you pool all of the payments and the benefit payments are then paid 
out to the individuals in the light of their becoming eligible under 
the terms and conditions of the contract ; is that right ? 

Mr. Havermryer. That is right. 

Senator Morse. The Federal Government can be charged with 
knowledge that that is the way the insurance funds operate, can it 
not ? 

Mr. Hapermeyer. Yes, sir. 

Senator Morse. Do I understand that you are confronted now with 
the criticism and the comment that, as to this group, the statistics 
might show that those particular employees will actually get less pay- 
ments in the long run out of the fund than the Feder: al Government 
will, in effect, contribute to the fund ? 

Mr. Hasermeyer. That is the contention, yes, sir. 

Senator Morse. One of the reasons that they may get less because 
they went to war and I suppose a considerable number of them that 
survived and came back didn’t go back into railroad service but went 
back into some other service ? 

Mr. Hasermeyer. The other two Board members are more equipped 
to talk on that particular phase since they both spent many years in 
the railroad industry, but I am infor med that the great majority of 
railroad men who went into military service did return to the railroad 
industry because they had certain vested rights in the railroad 
industry. 

Senator Morsr. They came back to the railroad service. 

Mr. Hasermeyer. There would be no greater deviation in this par- 
ticular group than there would be in any , other group spending a few 
years in the railroad industry and leaving. 

Senator Morse. Then would you clar ify for me why these particular 
employees over the years would get less return from the insurance 
fund than employees that didn’t go ) into the militar y service but stayed 
in the railroad service ? 

Mr. Hasermeyer. I don’t think there is any difference. The one 
possible difference, and I think it is very minor, is that if the veteran 
uses his military service credits for a pension under the Veterans’ 
Administration we do make a reduction of our benefit so that dual 
benefits are not paid on the same service. But I don’t think that is a 
serious item. I don’t think that it is one that makes the man with mili- 
tary service credits substantially different from the man without the 
military service credits. 

Senator Morse. What was the public policy argument used, do you 
now, 8 at the time the Federal Government entered into this arrange- 
ment ? 
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Mr. Hasermeyer. That was long before my time, but I believe the 
argument was that this service w ‘ould be treated the same as other 
railroad service and the Government would be willing at that time to 
pay the taxes which railroad service would produce. 

Senator Morse. There is no question about the fact that the Federal 
Government like any other party to a contract must be charged with 
knowledge of the contract that it was entering into? 

Mr. Hanermerver. That is my contention; yes, sir. 

Senator Morse. Well, I shall study it further. I don’t want too 
much weight given to this passing comment on my part, but on the 
basis of what I have heard here I am a little surprised that people 
would take the position that the Federal Government ought to get any 
special treatment once it has entered into a good faith contract. It is 
my view that not only is it as important, but J happen to think it is 
more important, that the Government in its contractual dealings al- 
ways lean over backward to see to it that it lives up to its contractual 
obligations. If it makes a bad contract, that is just too bad, so long 
as there was good faith and fair dealing. 

Mr. Hapvermeyer. The reason I am so concerned about it is that I 
have told the committee about the serious condition of our fund from 
a financial standpoint. The anno rp here is requesting the 
Railroad Retirement Board to pay back $355 million, and you can see 
what that would do to our system. 

Senator Morse. I used to serve on what we knew as the Claim Com- 
mittee of the Senate. We don’t have that anymore. We used to have 
the Claims Committee where all of the private claims instead of going 
where they ought to go, through the judicial process, came through 
this political court called the Claims Committee. I used to marvel at 
the Government spokesmen. I can say that now quite unpartisanly 
because they were spokesmen for the Democ ratic Party at that time. 
How they would try, representing various Government Departments, 
to crawl out of what I thought were clear moral obligations that they 
owed parties involved in these claims. They knew very well in many 
of those instances the private citizen had come to rely upon the Gov- 
ernment representation. Simply because you can’t sue the Govern- 
ment there were those spokesmen who thought the Government could 
justify walking out on its moral oblig: ations because the Government 
couldn't be sued. 

I think that is the best way to tear down faith in government. I 
think it is so important that the Government carry out its moral ob- 
ligations in connection with any contractual commitment it makes. 
In fact, I used to teach my law students: I want you to remember the 
law isn’t the letter of the law, and as lawyers if you seek to represent 
your clients on the basis of taking advantage of every technicality 
that you can find in the letter of the law you are not keeping faith 
with the American system of justice. 

I make that comment because as I go into this problem, if this is 
serious and what we are really up against here is a proposal on the 
part of Government spokesmen to welch on a moral commitment that 
has been made in regard to this agreement over the railroad employees 
that have been in military service I am going to be no party to it. I 
don’t think you people on the Board have to assume that burden. You 
inherited that contract so to speak. 
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Mr. Hasermeyer. Yes, sir. None of the present members were on 
the Board at that time. 

Senator Morse. I think you are entitled to the benefits of the con- 
tract. Ifthe Government made a poor contract that is too bad. 

Is there anything further ? 

Mr. Hazermeyer. I would like to say this is not a political partisan 
issue. It is an issue of some long standing, I think, not in the field 
of politics. 

Reiatoe Morse. I understand that. 

Mr. Hasrrmeyer. Of course, the Board is opposed to that recom- 
mendation, and another serious recommendation in the report is that 
the Government should change its policy with respect to the interest 
rate the Railroad Retirement os receives on its funds. We have, 
since the beginning of the system, been operating on the basis that 
the funds of the Railroad Retirement Board would be invested in 
Treasury securities at a guaranteed interest rate of not less than 3 
percent. The report points to the fact that some other systems re- 
ceive less than 3 percent and makes recommendation that the Board’s 
interest rate be aed to a lower figure. That, of course, plays its 
part in all financial aspects of the Board. With interest rates at the 
»resent time going beyond 3 percent, I think it would be wrong for the 
aout to change its policy or for the Government to change its policy 
and provide less than 3 percent on the invested Board funds. 

I think that pretty well summarizes the remarks I would like to 
make at this point. 

Senator Morse. Before I call on the gentleman from South Caro- 
lina, I would like to finish, if the Senator permits me, with the other 
Board members’ testimony. Do you gentlemen have anything else 
to add? 

Mr. Harper. The Board is not in accord with respect to S. 1630 or 
S. 1313, but we are in full accord with respect to the General Account- 
ing Office report: We unanimously oppose it. Factually the proposal 
or the suggestion is that they recover $355 million from our trust 
fund and withhold another $119 million, which is a nonpaid balance 
that they owe us as of this time, or a total of $474 million. If that 
is taken out of our fund we must raise an equal sum or else we must 
forego benefits to the extent of $474 million. It would put the rail- 
road industry in the position of having to pay veterans’ benefits to 
railroad workers who served in wartime service. It was nothing but 
a veterans’ benefit. The Government said to railroad workers, we 
don’t want to you to lose any of your benefits nor your rights under 
the Railroad Retirement Act because of your service to your country. 
Like many other veterans’ benefits it provided that the Government, 
as you put it, will pick up the tab. Our treatment of railroad vet- 
erans is identical with the treatment which we accord all other rail- 
road employees. The Government is getting what it contracted for 
and our system, our trust fund, is only getting what has been pro- 
vided to us by law. 

Another phase of it is this: We have spent that money. Mr. Haber- 
meyer said to you that we have a trust fund now of $3.4 billion, but 
we have committed ourselves to the payment of benefits which were 
calculated on the basis that we would get this $474 million, and if we 
don’t get it we are seriously crippled and I would be less than frank 
if I didn’t say that if the recommendation of the General Accounting 
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Office goes through, it will have a seriously crippling effect upon our 
railroad retirement system and will place upon railroads and rail- 
road workers the obligation to provide veteran benefits to railroad 
workers in military service. 

Now, as to the bills, my position with respect to S. 1630 is outlined 
in the Board’s statement. I don’t need to go into that because I think it 
is covered there. I do want to point out that the bill contains through- 
out many, many inequities which only develop upon a careful anal- 
ysis of the bill. For instance, the requirement of eligibility that a 
man must have earned 87 times his basic daily rate in at least 6 months. 
Now, that will disqualify every employee with 5 months of service, no 
more than 5 months of service. That will disqualify thousands upon 
thousands of railroad workers principally maintenance-of-way em- 
ployees. The question naturally arises, well, if they only work 5 
months in the year, why don’t they get jobs elsewhere? They do. A 
great majority of them get jobs during the other 7 months, but under 
our present law they are entitled to benefits for such part of that 7- 
month period in which they are unable to secure employment. 

Moreover, a casual reading of this bill would indicate that we have 
many employees who only work 5 months a year once, skid-row 
habitues, or people of that kind. Now, that isn’t the kind of people 
that we are dealing with here. We are concerned here with men who 
regularly work, as I have just explained. 

Those of you who are familiar with maintenance on the railroads 
know that maintenance runs ordinarily, particularly in the Northern 
States, from about April through October possibly or through the 
middle of October. Now, the railroads can’t operate without that 
maintenance crew. It is just an impossibility for them to maintain 
their tracks and their equipment without these workers who only work 
a few months in the year, relatively few months in the year. 

That is an inequity of the bill S. 1630, a qualification which will 
disqualify many, if not a majority of the section track men throughout 
this country. 

Then another inequity of the bili S. 1630 has to do with the provi- 
sion that any man who is entitled to or upon application would be 
entitled to a full retirement or a disability benefit under either the 
Railroad Retirement Act or under the Social Security Act is imme- 
diately disqualified for both unemployment and sickness benefits. That 
has this effect: Every man who is 65 years of age would upon applica- 
tion be entitled to an age annuity, under the Railroad Retirement Act, 
or, if he has less than 10 years of railroad service, to an old-age benefit 
under the Social Security Act, so consequently the effect of this would 
be to disqualify every railroad worker 65 years of age for both sick- 
ness and unemployment benefits. Similarly it would disqualify every 
woman employee 60 years of age with 30 years of service or more, and 
it raises another interesting situation. I have in mind a man whe 
might upon application be entitled to a disability annuity. Frankly, 
I might myself be entitled to a disability annuity if the facts were 
run down and an examination given me. The terms of this act clearly 
disqualify every railroad worker who upon application would be en- 
titled to a disability annuity. Now, if this Board administers this 
act according to that provision we would have to examine every appli- 
cant or have him examined by doctors to determine whether or not 
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he would upon application be entitled to disability annuities. That 
poses an administrative problem as well as an inequity. 

I want to deal just a minute with the administrative difficulties 
posed by this bill. As it is now we have the base year. We have all 
of the facts immediately available to us for the adjudication of claims. 
Under S. 1630 we would have to first determine what a man’s last daily 
basic rate was. Then we would have to determine whether he made 
that in at least 6 months. Then we must determine further whether 2 
of those months were in the last half of the base year, the new base 
year. We would have to examine into the sex of employees because 
women are entitled to retirement at age 60 whereas men are not. We 
would have to inquire as to their health because of their eligibility for 
disability annuities, and all of this information will have to be obtained 
after the employee makes his first application. 

That man may have been employed by 3 or 4 railroads during that 
base year period. We have got to ascertain the wage record of that 
man from all of the employers for whom he has worked during this 
base year, and we must make these other examinations after the appli- 
cation has been made. 

I say in my statement that it is my personal judgment, which is a 
guess probably, that it would take under the bill S. 1630 from 6 weeks 
to 2 months to adjudicate the ordinary claim for unemployment bene- 
fits, and in many instances in the difficult cases it would require as 
much as 6 months to get together all of the information necessary to 
the adjudication of these claims under this bill, and it is needless for 
me to say that unemployment benefits are only at their best value 
when needed. If I am unemployed for 2 or 3 months, if I get my un- 
employment benefits later, obviously I don’t derive the same benefit 
from that as I would if I had gotten a timely payment of those claims. 
and that is particularly true in cases of sickness. 

In many cases of sickness a man is unable to give you the informa- 
tion about where he worked or to give vou helpful information to find 
these facts out, and so this administration problem to me is the most 
persuasive reason why we should not adopt S. 1630. 

Senator Morse. Mr. Healy. 

Mr. Hearty. Yes, Senator Morse. 

Senator Morse. Senator Allott, as soon as the Board members finish 
the testimony we will examine them all together. 

Mr. Heaty. First, as to the subject of the General Accounting Office 
report, I would like to say, Senator, you expressed my personal views 
beautifully. 

I sincerely appreciate your kind invitation and this opportunity to 
again appear before you. 

The record of these hearings is replete with pro and con beliefs, tech- 
nical data and interrogations. 

In response to your invitation I have the following comments and 
recommendations which I respectfully offer. 

First, as to the proposed amendments of the Railroad Retirement 
Act under S. 1313, I firmly oppose those provisions as wholly unjusti- 
fied and perilous to the security of the system. 

Senator Morse. May I interrupt you? Do you have other copies 
of your statement ? 

Mr. Heaty. Yes, sir. 
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The additional costs upon both employers and employees, both now 
and in the future, are entirely unwarranted by actual facts. For ex- 
le, I do not recall any mention of the fact that annuitants on the 
alle s as of December 31, 1955, who retired at age 65 and over and who 
had some railroad service after 1936, contributed $240 million in em- 
»loyee-tax contributions and have received, already, benefits totaling 
1,470 million—a ratio of $6 to $1; furthermore, when the value of 
future benefits are included, their ratio of benefits to contributions is 
almost 12 to 1. 

That simply means, as stated in my initial appearance before you 
gentlemen, that currently active employees are carrying a large share 
of present costs of benefits to those who have already retired, or will 
shortly retire, and without contributing commensurately to the system. 
Presently active employees and future employees should not be asked 
to do more, especially as benefits under the Railroad Retirement Act 
are, generally, far above those granted under similar systems operated 
by the Federal and State Governments for other industries. 

Nor should the industry, in the light of its financial problems as 
well illustrated in the record, and its terrific competitive losses under 
existing regulations, so clearly reflected in revenue freight carloadings 
and passenger traffic be saddled at this time with additional unwar- 

ranted obligations. 

You gentlemen, nevertheless, face a specific task, based on certain as- 
surances and commitments in the closing days of the last session of 
Congress, and, although I opposed then, as I do now, any further 
liberalization of the Railroad Retirement Act, I recommend that the 
tax assessment against both employers and employ ees be increased suf- 
ficiently to take care of that obligation in a new bill, and that S. 1313 
be unfavorably reported. 

I believe that the provisions of S. 1630 are consistent with the tradi- 
tional American spirit of fair play. Employees contribute nothing 
to support the system. I recommend that the Railroad U nemploy- 
ment Insurance Act no longer donate benefits to railroad employees, 
who voluntarily quit the industry, are discharged or suspended for mis- 
conduct related to their assigned duties, or for failure to fulfill their 
acknowledged obligations; are on strike against the industry 

Senator Morse. “May I interrupt at that point, if my colleagues 
would permit me. It is true, is it not, that a grievance procedure exists 
so that an employee who is discharged for misconduct is entitled to all 
of the benefits ? 

Mr. Heaty. That is correct, and if he is reinstated he gets his pay. 

(Continuing:) are on strike against the industry, or any part of it, 
or who, not directly involved in such incidents, choose to remain away 
from their own duties; are eligible for immediate age or disability an- 
nuities under the Railroad Retirement or Social Secur ity Acts; or do 
not perform their regular work because of pregnancy or its related 
ailments. 

At this time, Mr. Chairman, I ask permission to incorporate into 
the record an exhibit showing that, through March 1 of this fiscal 
year, there were 6,198 employees discharged or suspended on 63 major 
railroads who claimed and received unemployment-insurance benefits 
aggregating $2,836,000, or an average of $458 each; 682 were in- 
dividuals who reported for duty intoxicated ; 639 were absent without 
leave; 442 failed to report for duty or to protect their assignments or 
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refused to accept call; 424 were released for violation of operating 
rules, 384 for their responsibility in accidents, 378 for nonpayment 
of union dues, 363 for commissions of felonies or misdemeanors or pil- 
ferage against the railroads or property in their possession; and the 
remainder for inefficiency, insubordination, negligence on duty, and 
other reasons. 

Senator Morsr. The exhibit will be received into the record at this 
point. 

(The document follows :) 


Benefits paid to discharged and suspended railroad employees claiming unemploy- 
ment insurance benefits from July 1, 1956, through Mar. 1, 1957 














| i 
| Number of | 
Number of | unemploy- 
discharged | mentin- | Estimated | Average 
and sus- | surance benefits (benefits per 
pended {claims since! paid claimant 
claimants |discharge or | 
suspension | 
_ - |— -|—-----| --—_-]--—- 
ee III ig Sos kee Lene cake wn 7, 309 | 56, 628 | $3, 397, 680 | $465 
Tabulation by reasons for discharge or suspension given | 
by claimants from 63 selected major railroads: | | 
Rule G, intoxication, reporting for or on war. heat 682 | 6, 969 | 418, 140 | 613 
Violation of operating rules_.........._- 424 | 2, 146 128, 760 | 304 
Responsibility for accidents- -- _-- pre silence pen pen 384 | 1, 975 | 118, 500 | 309 
ane 639 5, 228 | 313, 680 | 972 
Failure to report for duty. ---.......--...-...----- 184 1, 510 | 90, 600 | 492 
Failure to protect assignment_-_-_-_-...-.-_.._- : 109 | 916 | 54, 960 | 504 
EE 2. eA tA. cae anbinadiunadoun 167 | 1, 230 | 73, 800 | 442 
I Soin abe 230 | 2, 038 | 122, 280 | 532 
General misconduct --_____-___--- panwseche anes 172 | 1, 674 | 100, 440 | 584 
Nonpayment of union dues_._..............------- 378 | 3, 251 | 195, 060 | 516 
Missing calls, laying out, ete_- hake Se 149 | 1, 353 81, 180 | 545 
Commissions of felonies, misdemeanors.....---_-- 119 | 936 | 56, 160 | 472 
I £5 co otickGskntenonvntenias sips tneraeectd atte’ 53 372 | 22, 320 | 421 
Negligence on duty- ---- 136 755 45, 300 | 333 
Dishonesty against railroad or property in its pos- | | 
Sate iertesasceknnn academe nan pemweern w= 244 | 2,197 | 131, 820 | 540 
Miscellaneous.__..._--..-.--- Silidess eal 2, 128 | 14,711 | _ 883, 860 415 
Total for 63 major railroads..................-.--- 6, 198 | 47, 281 | 2,836, 860 | 458 


a Prepared by Bureau of / tiemeghepmens and Sickness Insurance, U. 8. Railroad Retirement 
oar 

Mr. Heaty. In some earlier cases there were 2 employees each with 
over 17 years of service discharged on January 11, 1955, for noncom- 
pliance with union-shop agreements. These men drew benefits 
amounting to $1,725 and $1,942, respectively, under the Railroad Un- 
employment Insurance Act. 

A veteran employee with over 30 years of service voluntarily quit 
on July 31, 1956, to enter the real-estate field. The alluring promises 
did not materialize, so that employee on January 11, 1957, applied for 
benefits under the Railroad U nemployment Insurance Act and col- 
lected $1,105. Since she worked in the first half of 1956, she can draw 
additional benefits under the Railroad Unemployment Insurance Act 
beginning July 1. 

The technical analysis shows that in the last fiscal year only 300 
employees received $63,000 in benefits under the Railroad Unemploy- 
ment Insurance Act while on strike. Mr. Harrison told you this 
morning that from the beginning of that act through April 30, 1957, 
some $14 million was paid ‘out. That i is, roughly, $770, 000 a year. At 
the present time there are 2 strikes underway which, in the past 2 
weeks, cost the unemployment fund $26,000 in one and $475,000 in the 
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other for benefits to strikers and others affected by these work stop- 
pages, and, if prolonged, the cost could easily amount to almost $2 
million. 

Now, an employee retired at 65 applied to one of our offices for an- 
nuity on October 22, 1955, and was told to apply for the highest sick- 
ness benefits and to defer his annuity date until March 1, 1956. The 
extent to which this practice prevails is evident in the fact that the 
technical analysis reveals that this provision of S. 1630 would con- 
serve $12 million annually. 

Now, here is the record of benefits actually received by a female 
employee in a western area under the Railroad Unemployment Insur- 
ance Act. From October 30, 1954, to January 16, 1955, sickness bene- 
fits for 52 days, amounting to $3! 0. From January 17 to May 12, 
1955, 116 days’ maternity benefits at $975. From May 20 to June 30, 
1955, 30 days of sickness benefits at $225. A new benefit year started 
on July 1 and from July 1 to 14 she ‘collected $43.98. She returned to 
work July 15. She then drew vacation pay from the railroad for 2 
weeks from August 15 to 26, 1955. She resigned on August 26, 1955, 
but claimed and received sickness benefit from August 27, 1955, to Feb- 
ruary 18, 1956, 124 days at $908.92. During her brief service, from 
July 15 to August 14, she earned $447.07, which qualified her for un- 
employment insurance, sickness insurance, and maternity benefits each 
in that amount in the year beginning July 1, 1956. So, on that date, 
she applied for and was pi Lid sickness benefits amounting to $447 07, 
and then from October 10 to December 2, 1956, she again drew ma- 
ternity benefits of $447.07, or a total of $894. Thus, for less than 1 
month’s active service over a period of 26 months, that employee re- 
ceived $3,437 in sickness and maternity benefits under the Railroad 
U nemploy ment Insurance Act. 

Senator Morse. May I interrupt you to say I will certainly be in- 
terested in Mr. Schoene’s memorandum on that case. 

Mr. Heary. Of course, there can only be concord in the belief that 
benefits should be denied to voluntarily idle employees who refuse to 
accept suitable work offered, but there are two other areas not pre- 
viously mentioned, as far as I can recall, on which I would like to 
offer the following comments and recommendations : 

Section 4 (a-1l (i)) of the Railroad Unemployment Insurance Act 
provides, in effect, that any employee knowingly involved in any false 
or fraudulent statement or claim shall not receive benefits for 75 days. 
I recommend that such persons receive no benefits at all aie the 
Railroad Unemployment Insurance Act for the balance of their benefit 
year. I see no reason for paying them any benefits from this fund to 
which they contributed nothing. 

These are not isolated cases, as evidenced by our unemployment 
benefits found to be recoverable. The fraud count on a report dated 
in November 1956 for the Kansas City region was 128 cases; the report 
of January 18, 1957, in New York region had 342 cases; the March 
i 1957, report from the Atlanta region showed 305 cases; the April 
22, 1957, Dallas region report revealed 172 cases; or a total in those 4 
regions alone of 947 cases involving potential recoveries of $ $365,000. 

Now, under the Railroad Retirement Act, the administrative ex- 
penses of the Board are subject to review, approval, and specific au- 
thorizations by congressional Appropriations Committees. There is 
no such ag in the Railroad Unemployment Insurance Act. 

93396— 
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I recommend that the administrative expenditures under the Rail- 
road Unemployment Insurance Act, be reviewed and determined on 
the same basis as under the Railroad Retirement Act. 

I do not believe there can be any serious doubt as to the justice of 
the foregoing recommendations, which deprive no one of just benefits ; 
tend to restore security and stability to a system created for the pro- 
tection of true railroad workers, and are definitely in the interest of 
the public welfare. 

We have had some discussions on section 12 (q). The Board at a 
cost of some $150,000 assembled a mass of data for a report to the 
Senate in 1947, and so far as I can determine it was never utilized. 

Mr. Chairman, for these reasons I firmly believe that S. 1630 with 
the additional disqualification for fraud, the repeal of section 12 (q) 
and the placement of administrative expenses of the Railroad Unem- 
ployment Insurance Act under congressional supervision, should be 
enacted. 

Senator Morse. I thank you, sir. Thank you very much for your 
full statement. I am going to have it inserted in the record. Some of 
it you didn’t read, and I think we should have the entire statement in 
the record. 

(The statement follows :) 


STATEMENT OF THOMAS M. HEALY, MANAGEMENT MEMBER, UNITED STATES RAIL- 
ROAD RETIREMENT BOARD, IN REAPPEARANCE BEFORE SUBCOMMITTEE ON RAIL- 
ROAD RETIREMENT, COMMITTEE ON LABOR AND PUBLIC WELFARE, UNITED STATES 
SENATE, PURSUANT TO INVITATION OF SENATOR WAYNE Morse, CHAIRMAN 


I sincerely appreciate your kind invitation and this opportunity to again ap- 
pear before you. 

The record of these hearings is replete with pro and con beliefs, technical data 
and interrogations. 

I have the following comments and recommendations which I respectfully 
offer : 

First, as to the proposed benefit amendments of the Railroad Retirement Act, 
under S. 1313. I firmly opposed those provisions.as wholly unjustified and 
perilous to the security of the system. The additional costs upon both em- 
ployers and employees, now and in the future, are entirely unwarranted by actual 
facts. Persons on the rolls have certainly not paid for their present benefits and 
the additional burden of increased benefits must be borne by taxes on others. For 
example, I do not recall any mention of the fact that annuitants on the rolls as 
of December 31, 1955, who retired at age 65 and over and who had some rail- 
road service after 1936, contributed $240 million in employee tax contributions 
and have received, already, benefits totaling $1,470 million—a ratio of $6 to $1; 
furthermore, when the value of future benefits are included their ratio of benefits 
to contributions is almost 12 to 1. 

That simply means, as stated in my initial appearance before you gentlemen, 
that currently active employees are carrying a large share of the present costs 
of benefits to those who have already retired, or will shortly retire, and without 
contributing commensurately to the system. Presently active employees and 
future employees should not be asked to do more, especially as benefits under the 
Railroad Retirement Act are, generally, far above those granted under similar 
systems operated by the Federal and State governments for other industries. 

Nor, should the industry, in the light of its financial problems as well illus- 
trated in the record, and its terrific competitive losses under existing regulations. 
so clearly reflected in revenue freight carloadings and passenger traffic, be 
saddled at this time with additional unwarranted obligations. 

You gentlemen, nevertheless, face a specific task, based on certain assurances 
and commitments in the closing days of the last session of Congress, and, although 
I opposed then as I do now any further liberalization of the Railroard Retire- 
ment Act, I recommend that the tax assessment against both employers and 
employees be increased sufficiently to take care of that obligation in a new bill. 
and that 8S. 1313 be unfavorably reported. 
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So far as the Railroad Unemployment Insurance Act is concerned, we oppose 
the proposal of 8. 1313 and favor those of 8S. 1630. 

I believe that the provisions of S. 1630 are consistent with the traditional 
American spirit of fair play. Employees contribute nothing to support the sys- 
tem. I recommend that the Railroad Unemployment Insurance Act no longer 
donate benefits to railroad employes, who: 

(a) voluntarily quit the industry; 

(b) are discharged or suspended for misconduct related to their assigned 
duties, or for failure to fulfill their acknowledged obligations ; 

(c) are on strike against the industry, or any part of it, or who, not 
directly involved in such incidents, choose to remain away from their own 
duties ; 

(d) are eligible for immediate age or disability annuities under the Rail- 
road Retirement or Social Security Acts ; or 

(e) do not perform their regular work because of pregnancy or its related 
ailments. 

Of course, there can only be concord in the belief that benfits should be denied 
to voluntarily idle employees who refuse to accept suitable work offered, but 
there are two other areas not previously mentioned, so far as I can recall, on 
which I would like to offer the following comments and recommendations: 

1. Section 4 (a-1 (i)) of the Railroad Unemployment Insurance Act provides, 
in effect, that any employee knowingly involved in any false or fraudulent state- 
ment or claim shall not receive benefits for 75 days. I recommend that such 
persons receive no benefits at all under the Railroad Unemployment Insurance Act 
for the balance of their benefit year. I see no reason for paying them any benefits 
from this fund to which they contributed nothing. 

2. Under the Railroad Retirement Act, the administrative expenses of the 
Board are subject to review, approval and specific authorizations by congressional 
appropriations committees. There is no such provision in the Railroad Unem- 
ployment Insurance Act. I recommend that the administrative expenditures un- 
der the Railroad Unemployment Insurance Act, be reviewed and determined on 
the same basis as under the Railroad Retirement Act. 

I do not believe there can be any serious doubt as to the justice of the fore- 
going recommendations, which deprive no one of just benefits; tend to restore 
security and stability to a system created for the protection of true railroad 
workers, and are definitely in the interest of the public welfare. 

S. 1313 proposes to increase daily benefit rates to 60 percent of gross pay even 
though the current schedule already automatically provides for “sharing in” 
the higher wage levels granted over the past several years. 8S. 1630 equitably 
fixes the benefit rate at 60 percent of take-home pay from last employment. This 
recognizes the greater needs of a family man, in periods of involuntary unem- 
ployment and sickness, and endeavors to give him a “better break.” 

S. 1313 proposes to increase the qualifying earnings from $400 to $500. Under 
the present minimum rate of pay that would require but 37 actual working days; 
S. 1630 sets a more realistic attachment to the industry with a requirement of 
87 days employment. 

S. 1313 proposes benefits for 5 years for some employees—an open invitation to 
refrain from any serious effort to secure other employment. S. 1630, on the 
other hand, provides immediately a measure of interim assistance to all bona 
fide railroad employees who suffer involuntary wage losses which is in accord 
with practically all other unemployment programs. 

For these reasons, I firmly believe that S. 1630, with the additional disquali- 
fication for fraud and the placement of administrative expenditures of the Un- 
employment Insurance Act under congressional supervision, should be enacted. 


Senator Morse. Senator Thurmond. 

Senator Tuurmonp. Mr, Chairman, I have a few questions I would 
like to ask the Board Chairman. 

As I understood you a few minutes ago, you said there is a deficiency 
of $170 million. 

Mr. Hasermeyer. A year ona level cost basis. 

Senator Tuurmonp. In other words, it is costing $170 million a 
year more to operate the Railroad Retirement Board than the income 
being derived from the taxes on the railroads and employees ? 
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Mr. Hasermeyer. On a long-run basis that is correct. Today on 
a current basis our income still exceeds our outgo, but by around 1970 
the trend will change and then our outgo will exceed our income until, 
as I mentioned before, around 1990 the fund will be depleted and 
exhausted. Speaking of a $170 million a year deficiency is on a long- 
term basis that results in the fund being exhausted in 1990. 

Senator TuHurmonp. Would you summarize in brief the benefits 
that were enacted last year under the Railroad Retirement Act ? 

Mr. Hasermeyer. Generally speaking there was a flat 10-percent 
increase for all beneficiaries under the Railroad Retirement Act with 
the exception of two groups, the one group being the survivor bene- 
ficiaries who to a large extent, I think approaching 90 percent, have 
their benefits computed under what we term the social-security mini- 
mum provision of our law. 

In other words, that means that if the formula in the railroad 
retirement law does not provide a benefit as large as the formula 
under the social security law would if railroad service were covered 
by that system, our act does say in instances such as that, the benefit 
will be computed under the social security formula and the benefits 
paid accordingly. 

Similarly there is a relatively small group, I would say 10 percent 
or 15 percent of the employees who are paid retirement benefits under 
the social-security minimum provisions, and they too did not receive 
the increase last year. 

I am informed that the reason those two groups were not given the 
increase in benefits was the fact that in 1952 and in 1954 the Social 
Security Act was liberalized, and these groups received the increase 
under those liberalizations of the Social Security Act which approxi- 
mated the increase that was given to the beneficiaries whose benefits 
were computed under our formulas. 

Senator Tuurmonp. In general you might say then that the addi- 
tional benefits provided last year amounted to about a 10-percent 
increase ? 

Mr. Hasermeyer. Yes, sir. 

Senator THurmonp. Were any taxes levied last year to take care 
of that increase ? 

Mr. Hanermeyer. No, sir; no taxes were levied. 

Senator Tuurmonp. Was it contemplated that the fund could bear 
this responsibility without additional taxes? 

Mr. Hapnermeyrer. Oh, no. It was recognized at the time that the 
law was passed and the President signed the bill that the fund was 
operating at a deficiency of this $170 million a year, and at that time 
there was an exchange of correspondence. The report of this subcom- 
mittee advised the President prior to his signing the bill, that this 
session of Congress would make it its business to get the additional 
financing necessary to pay for the liberalization of benefits that were 
enacted last year. 

Similarly the railroad labor organizations wrote letters to this sub- 
committee making the same commitment or giving the same assurances 
I should say. 

Senator Tuurmonp. The $170 million deficit that 





Senator Morsr. Senator Thurmond, do you mind my suggesting 
that I did not know about this correspondence. Apparently that 
letter was written by Senator Douglas. 

Mr. Hanermeyrer. No; Senator Kennedy. 
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Senator Morse. Senator Kennedy, who was the chairman of the 
subcommittee ? 

Mr. Hasermeyer. Yes, sir. 

Senator Morsr. I am going to ask the clerk to have that correspond- 
ence inserted in the record at this point. 

Senator AtLorr. Mr. Chairman, that correspondence or at least the 
letters to the chairman—I thought that you were there—it is that 
report and is already in the record. 

Senator Morse. Fine. 

Senator Tuurmonp. The $170 million deficiency you are referring 
to, was that the deficiency prior to the increase in benefits ? 

Mr. HapermMeyer. No. 

Senator THurmMonp. Or that now exists annually ? 

Mr. Hasermeyer. That is the deficiency which now exists. 

Senator Tuurmonp. After the benefits / 

Mr. Hapermeyer. After the benefits were increased, yes, sir. I 
should say that the 10 percent did not make up that whole $170 million. 
I think we were operating at a deficiency prior to the increase in 
benefits last year of $83 million or $84 million, and the 10-percent 
increase caused us another $86 million deficiency, or a total of $170 
million, which is a very serious situation. 

Senator THurMonp. In other words, the deficiency was $84 million 
a year’ 

Mr. HanerMeyer. Yes, sir. 

Senator THurmonp. After the increase, $170 million ¢ 

Mr. Hapermeyer. That is right. 

Senator TirurmMonp. What tax would be required on the part of 
the railway and the employees to meet the responsibility under the 
present law ? 

Mr. Hasermeyer. To make it entirely sound would require a tax 
increase immediately of about one and a half percent on each, the 
employers and the employees. However, I would not recommend that 
the problem be treated in that manner. I think that we can very well 
adopt a part of the provision of S. 1313 with respect to the financing 
necessary by providing in our law that whatever increase in taxes 
takes place under the social security system in 1965 and 1970 be simi- 
larly brought forward into our system. 

There is good reason to believe the social security tax rate may 
not be increased as scheduled. 

If we look back into the history of the social security system, we 
find they had a scheduled increase in taxes in the thirties and early 
forties that was frozen and not allowed to increase when it was sup- 
posed to have increased. I think there is a very good possibility that 
a similar situation may exist in 1965 and 1970. 

At least I would hke to make our financing contingent on what 
happens under the social security system. 

Senator TrHurmonp. In order to meet the requirements under the 
present law, you would have to increase the tax one and a half percent ? 

Mr. Hasermeyer. Yes, sir. 

Senator THurmonp. On the railroads and on the railroad 
employees ¢ 

Mr. Hapermeyer. One and a half on each side. We are operat- 
ing with 3.30 deficiency, which split down the middle is 1.6. I say 
one and a half—that is close enough. 
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Senator TuHurmonp. So then whatever additional benefits if any 
are provided this year in order to keep the fund solvent would require 
additional tax in proportion ? 

Mr. Hapermeyer. Yes, sir. 

Senator THurmonp. That is all. 

Senator Morse. Senator Allott. 

Senator Attorr. Mr. Chairman, Mr. Habermeyer, I have a letter 
here from Mr. John D. Goodin, of Johnson City, Tenn., who testi- 
fied before this committee, and I have no reason for knowing why he 
wrote to me rather than to the other members of this committee. I 
was absent during his testimony. 

I will read it very briefly and quickly because I think we want to 
get on with this and it is just to clear up a matter. Omitting the 
caption: 


I was privileged to appear before your Railroad Retirement Committee last 
week, but was sorry indeed that your other duties prevented your presence 
during my appearance. Senator Cooper, in agreeing with my position, kindly 
permitted me to amend my statement to propose the following amendment: 

There shall be no retirement for age alone. 

The reasons are not only rather fully set out (though my statement is a con- 
densation of many pages of briefs) but you were present when Mr. Schoene 
testified these matters: That some 55 of 130 railroads had supplementary agree- 
ments giving additional pensions to employees (though most covered only non- 
union men) and that the railroads recognized the need for supplmental income 
to retired employees; and pointing out in other industries supplementary pen- 
sions had been gained by collective bargaining. 

In answer to Mr. Schoene, I suggest that if the railroads recognize the need, 
they also recognize the cost, since all that can are signing up compulsory retire- 
ments at no cost to them, and which agreements give no employees any type 
of supplement. In fact, I know of no agreement executed which does give the 
employees anything. Since the railroads have given up nothing, then there has 
been no collective bargain. 

In the rail industry, rights to jobs are determined by seniority, which is 
built exclusively upon longevity of service, and which is of course a personal 
right. But, by permitting compulsory retirement to be a matter of vote (or 
the opinion of a general chairman of a union without even the benefit of a 
vote), then the employees right to his job becomes purely political. On 1 system 
alone, 27 votes of 525 cast deprived 87 men of their jobs. 

I have emphasized these matters, but as a lawyer, I believe you will recognize 
the preemption of the field of retirement by Congress, and the other constitu- 
tional violations perpetrated under the guise of the Railway Labor Act. 

Trusting this committee will see fit to offer the proposed amendment, I beg to 
remain, 

Faithfully yours, 


JOHN D. GooprIn. 


And I will for the sake of the record give this letter to the reporter, 
Mr. Chairman. 

Senator Morse. The letter will be received into the record. 

(The letter referred to is as follows :) 


JOHNSON CITY, TENN., March 19, 1957. 
Re S. 1313 and proposed amendment, Railroad Retirement Act 
Hon. GorRDON ALLOTT, 
United States Senate, 
Washington, D. C. 

DEAR SENATOR ALLOTT: I was privileged to appear before your Railroad Re- 
tirement Committee last week, but was sorry indeed that your other duties 
prevented your presence during my appearance. Senator Cooper, in agreeing 
with my position, kindly permitted me to amend my statement to propose the 
following amendment: “There shall be no retirement for age alone.” 
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The reasons are not only rather fully set out (though my statement is a con- 
densation of many pages of briefs) but you were present when Mr. Schoene testi- 
fied on these matters: That some 55 of 130 railroads had supplementary agree- 
ments giving additional pensions to employees (though most covered only non- 
union men) and that the railroads recognized the need for supplemental income 
to retired employees ; and pointing out in other industries supplementary pensions 
had been gained by collective bargaining. 

In answer to Mr. Schoene, I suggest that if the railroads recognize the need, 
they also recognize the cost, since all that can are signing up compulsory retire- 
ments at no cost to them, and which agreements give no employees any type of 
supplement. In fact, I know of no agreement executed which does give the 
employees anything. Since the railroads have given up nothing, then there has 
been no collective bargain. 

In the rail industry, rights to jobs are determined by seniority, which is built 
exclusively upon longevity of service, and which is of course a personal right. 
But, by permitting compulsory retirement to be a matter of vote (or the opinion 
of a general chairman of a union without even the benefit of vote), then the 
employee’s right to his job becomes purely political. On one system alone, 27 
votes of 525 cast deprived 87 men of their jobs. 

I have emphasized these matters, but as a lawyer, I believe you will recognize 
the preemption of the field of retirement by Congress, and the other constitu- 
tional violations perpetrated under the guise of the Railway Labor Act. 

Trusting this committee will see fit to offer the proposed amendment, I beg to 
remain 

Faithfully yours, 
JOHN D. GoopINn. 

Enclosure : Amended statement. 


Senator Atxorr. I would simply ask if you would comment on that 
or if you would rather gather information and then comment. 

Mr. Hapermeyer. No; I can comment now. 

Senator ALLorr. Would you like to have this before you ? 

Mr. Hapermeyer. No; | think I understand it. There is nothing 
in the Railroad Retirement Act that makes retirement compulsory. 
I don’t believe Mr. Goodin says that, but I think what he is recom- 
mending is that a section be enacted in our law that would forbid, or 
bar, railroad employers and the labor organizations, in negotiating 
supplementary systems, from inserting such a compulsory retirement 
provision. 

I personally do not feel it has any place in the Railroad Retirement 
Act. As I say, we do not have a compulsory age limit in the law. I 
don’t think we should try in any way to control supplementary pen- 
sion systems that are worked out through negotiations between the 
labor organizations and the railroad employers. 

Senator Atiorr. Thank you. 

Senator Morsr. Any other questions ? 

Senator Axxorr. I believe that is all the questions I have at this 
time, Mr. Chairman. 

Senator Morse. Thank you very much, gentlemen. 

The next thing the Chair wants to do is to ask the reporter to insert 
in the record following the testimony of the Chairman of the Board, 
Mr. Habermeyer, this morning, two exhibits that he prepared for the 
Board, one entitled “Retirement benefits for employees in interstate 
transportation,” and the other “Supplementary unemployement bene- 
fits in forms of transportation competing with railroads.” 

(The documents follow :) 


RETIREMENT BENEFITS FOR EMPLOYEES IN INTERSTATE TRANSPORTATION 


The Subcommittee on Railroad Retirement of the Senate Committee on Labor 
and Public Welfare has requested the Board to obtain data showing how retire- 
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ment benefits available to employees engaged in segments of the transportation 
industry, other than railroads, compare with benefits provided under Railroad 
Retirement Act. To that end, Board personnel have made a quick survey of 
the available data on pension plans for transportation employees which provide 
benefits supplementing those under the general social security system. 

This statement does not duplicate any part of the ground covered by the Sub- 
committee on Welfare and Pension Funds of the Senate Committee on Labor 
and Public Welfare in its report of its study and investigations of welfare and 
pension plans dated April 16, 1956, except to some slight extent in connection 
with pension plans in the trucking industry. Even in that area, there have 
been a number of changes in the plans covering that industry, so that this state- 
ment will bring up-to-date some of the plans described in the report. 


NUMBER OF COVERED EMPLOYEES 


Precise information on the number of employees currently engaged in inter- 
state transportation is apparently not available. The Bureau of Labor Sta- 
tistics has information indicating that the total number of employees in inter- 
State transportation (other than those for railroads and airlines) under labor- 
management agreements covering 1,000 or more, is well under 500,000. This 
figure excludes, as far as they could be identified, employees of companies en- 
gaged solely in intrastate operations. Another source indicates that the average 
number of domestic airline employees in 1956 was about 130,0002 From these 
two sources then, it would appear that the total number of nonrailroad em- 
ployees in interstate transportation is not less than 600,000 distributed by type 
of transportation as follows: Trucking, 310,000; airlines, 130,000; maritime, 
75,000 ; longshore, 75,000; and bus lines, 20,000. 

Of the above figures, the one for bus lines is probably the least accurate. There 
are several interstate bus lines employing fewer than 1,000 employees each. In 
submitting a copy of its pension plan to the Bureau of Labor Statistics, the 
Greyhound Lines reported its plan covered from 15,000 to 20,000 employees, 
including employees of its subsidiary lines. 

Probably the great majority of employees in each branch of interstate trans- 
portation is covered by supplementary pension plans. Although the total num- 
ber of individual pension plans could not be ascertained, copies of 11 plans were 
obtained and summarized. These include 5 covering water transportation and 
related operations, 3 for the trucking industry, 2 for airlines and 1 for bus 
lines. Collectively, these 11 plans appear to cover more than half of all employees 
in nonrailroad interstate transportation and, for the most part, appear to be 
fairly typical of the segment of the transportation industry to which they apply. 


COMPARISON WITH RAILROAD RETIREMENT SYSTEM 


One disinctive feature of the railroad retirement system, as compared with 
supplemental pension plans in other segments of the transportation industry, is 
its provision for nationwide coverage of railroad employment. Private pension 
plans generally cover a single employer only, and an employee transferring to 
another employer loses his pension rights. In some plans, employees may trans- 
fer to jobs with other employers participating in the plan without loss of service 
credits. 

The normal retirement age under the supplementary plans is usually 65; some 
plans provide for normal retirement at age 60 for employees in relatively hazard- 
ous occupations, or for women. About one-half of the plans provide for prenormal 
retirement, usually at age 60 at a reduced rate, as in the railroad system. Disa- 
bility retirement is provided in about one-half of the plans but, except for the 
Greyhound plan, only on the basis of total and permanent disability. The rail- 
road retirement system provision for occupational disability is found only in the 
Greyhound plan. In comparing the disability provisions of the railroad retire- 
ment system with those of the supplemental plans, it should be borne in mind that 
the railroad retirement system has provided for both total and occupational 
disability for many years, while the plan provisions are relatively new and the 
social security systems will only begin to pay such benefits in July 1957, and 
then only on the basis of total and permanent disability. 





1 Monthly Labor Review, March 1957, table A-2, p. 381. Air transportation (common 
carrier) annual average number of employees for 1956: 128,600. 
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About half of the supplemental plans provide for flat amounts of pension while 
in the remainder, the pension varies with length of service. The Greyhound 
plan is the only one providing for both a varying pension and for a minimum 
pension. The Central States Trucking plan is unique in that it provides for a 
relatively high amount ($90 per month) for the first 5 years after retirement and 
for a substantially smaller amount thereafter. 

Under all plans, the amount of pension is supplemental to and is not affected 
by the amount of benefit under the social security system. The Greyhound plan 
provides for a higher prenormal benefit at the option of the employee, with a 
reduction when social security benefits become available. Similarly, there is 
no restriction in the railroad system on the simultaneous receipt of retirement 
benefits under the social security system based on nonrailroad credits, as long 
as the “overall social security minimum guarantee” does not apply. 

Very few of the plans provide for vested rights to retirement benefits, and 
these are for the most part the contributory plans. Generally, under the plans, 
rights to pensions vest only after retirement, and only to the extent that funds 
are available to pay them. Rights to pensions are usually based on continuous 
or near-continuous service; breaks in service almost invariably result in loss of 
service credits. In contrast, under the railroad plan, rights to retirement 
annuities vest permanently after 10 years of service, and continuity of service 
is not a requirement for eligibility. 

Only 3 of the 11 plans (the airline plans and that of the Greyhound lines) 
are fully contributory, in contrast with the railroad retirement system in which 
both employers and employees contribute equal amounts. One plan provides 
for employee contributions only for the first 2 years of the plan. Employer con- 
tributions are usually on the basis of a fixed amount per unit of covered service. 
Eight of the plans are of that type, while for the remaining three, employers con- 
tribute only the amounts necessary to maintain the plan funds on a second actu- 
arial basis. For the three plans in which employees contribute, comparison with 
the railroad retirement system is difficult because of the makeup of the contri- 
butions formula. 

All plans are subject to termination, either on a fixed future date, or at the 
discretion of the trustees or company, as the case may be, while the railroad 
retirement system may be modified only by law. Invariably, each plan provides 
that, in the event of termination, amounts remaining in the trust fund are to be 
distributed solely to present or future pensioners. None of the plans has a pro- 
vision similar to the residual guarantee of the railroad retirement system, and 
none has the same degree of assurance of permanent life as does the railroad 
system. 

The principal features of the 11 plans are outlined in an attached tabular 
summary which includes, for convenient comparison, comparable information on 
the railroad retirement system. Except for contribution rates, no information 
on costs was readily available. An illustrative table showing monthly retire- 
ment benefits (including social security benefits) is also attached. 
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SUPPLEMENTARY UNEMPLOYMENT BENEFITS IN FORMS OF TRANSPORTATION 
COMPETING WITH RAILROADS 


According to available reports, supplementary unemployment benefit plans 
have not yet made any significant entry into nonrailroad interstate transporta- 
tion with the exception of the Atlantic and gulf coast shipping in the National 
Maritime Union wage agreement and in some Great Lakes shipping on boats 
owned by subsidiaries of steel companies. In the latter case, the benefits and 
financing are similar to the United States Steel plan summarized in the testimony 
of Mr. Eli Oliver, except that benefit eligibility is limited to a shipping season of 
about 40 weeks. The National Maritime Union plan covers unlicensed personnel 
of 115 operators with a total coverage of about 40,000 seamen. It is designed pri- 
marily to cover seamen at times when they normally are not eligible for State 
unemployment compensation. 

Separation pay is a related form of fringe benefits that occurs occasionally. 
However, the only severance pay agreements of importance discovered in other 
forms of interstate transportation are those for ground crews of two major air- 
lines—American Airlines and Pan American Airways. In the former, severance 
pay ranges from 2 weeks’ pay for employees with 2 years’ service up to 8 weeks’ 
pay for those with 8 years or more service. In the latter, severance pay ranges 
from 2 weeks’ pay for employees with 1 or 2 years’ service up to 10 weeks’ pay 
after 10 years’ service. Other dismissal pay agreements discovered provided 1 
or 2 weeks’ pay only if the employer failed to give advance notice of furloughs. 

The information for this statement includes all that was available at the Bureau 
of Labor Statistics, Maritime Commission, Airlines Personnel Research Con- 
ference, and the American Trucking Association. Brief summaries of the two 
plans mentioned are attached. 


SUPPLEMENTAL UNEMPLOYMENT BENEFIT PLAN FOR GREAT LAKES SEAMEN EMPLOYED 
BY SUBSIDIARIES OF STEEL COMPANIES 


Contributions 
Regular contribution of 3 cents an hour for each hour worked, or such part 
as is needed to maintain the fund at “maximum financing.” “Maximum financ- 


ing” is the product of 10% cents per hour multiplied by the total number of con- 
tributory hours in the first 12 of 14 months preceding the first day of each month. 
There is also a provision for additional contributions into a “contingency fund” 
if and when necessary to provide the benefits of the plan. 


Benefits 


Weekly benefits are to total 65 percent of normal take-home pay as adjusted 
by a tax table and based on the average for a 56-hour week in the first 3 of the 
last 6 months preceding unemployment. Unemployment benefits from State 
laws are deducted, with a maximum supplement of $35, plus $2 per dependent 
for not more than 4 dependents. If State benefits are exhausted, the maximum 
is $66.50 plus dependents’ allowance. 

Duration of benefits depends on credit units and status of fund. Normally 
benefits are paid 1 week for each 114 credits. 


Eligibility 

To be eligible an employee must have at least 2 years’ service, and (1) work 
in 6 of the 12 preceding months, 12 of the preceding 24 months, or 18 of the pre- 
ceding 36 months, or (2) work at least 1,100 hours in the preceding 12 months. 
Twenty-six credit units are earned in 40 weeks and a maximum of 52 weeks’ cred- 
its may be accumulated. Credits are accumulated more rapidly than for steel 
workers and charged off more rapidly because the shipping season is normally 


about 40 weeks. For this reason also, benefit payments are limited to the 40-week 
period beginning with the last Sunday in March. 


SUPPLEMENTARY UNEMPLOYMENT BENEFIT PLAN FOR UNLICENSED PERSONNEL 
COVERED BY NATIONAL MARITIME UNION AGREEMENT 


Contributions 


This is an industrywide plan covering 115 operators (40,000 seamen) on the 
Atlantic coast and Gulf of Mexico. Employer contributions are 25 cents per 
man per day. 
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Benefits 


Weekly benefits are $30, if not eligible for State benefits, and $15, if State 
benefits are payable. Maximum durations are as follows: 
1. Layoff—3 weeks. 


2. After recovery from disability which caused employee to leave vessel—5 
weeks. 


3. If disability prevents reshipment—13 weeks while disabled and 5 weeks 
after recovery. 


4. If care of disabled spouse causes employee to leave vessel or to extend leave 
of absence—2 weeks of emergency, and 5 weeks total. 


5. If legal proceeding prevents reshipment—2 weeks while engaged, and 5 
weeks total. 


6. Periods of unemployment after vacation time—4 weeks. 


Overall maximum is $180 in 365 days, not including disability benefit which 
may be paid for 13 weeks. 


Eligibility 

Regularly employed seamen with rights to reship are eligible. A seaman is 
considered regularly employed if covered by welfare benefits under National 
Maritime Union welfare program, or in a regular employment pool as determined 
by bargaining agreements and in covered employment at least 500 days in the 36 
months preceding claim, or in covered employment at least 200 days in the 365 
days or in the calendar year preceding time of claim. 

Senator Morse. The next witness will be Mr. Lloyd A. Nelson, 
Associate Director, Civil Accounting and Auditing Division of the 
General Accounting Office. 

I understand Mr. Nelson is accompanied by C. E. Eckert, legislative 
attorney of the Office of the C omptroller General, and James L. 
Thompson, Jr., supervisory accountant, Civil Accounting and Audit- 
ing Division of the General Accounting Office. 

Mr. Nelson, we are very glad to have you with us. 

You may proceed in your own way. If you would like to read 
your prepared statement you may or summarize it and we will insert 
the full statement in the record. 

My main purpose in having you come down was to have the Senator 
from Colorado, who I think has some questions to ask you, have that 
privilege and any of the rest of us that may have some, but you proceed 
in any way you would care to. 

Senator Atxorr. Mr. Chairman, it is not so much—I would like 
to explain my situation—it is not so much that I have questions to ask 
of these gentlemen, but rather that in the some 214 years that I have 
been on this subcommittee, the question has constantly recurred, and 
Mr. Cheney will remember some very long discourses we have had 
previously on this, as to whether or not the Government was financing 
part of this program. 

My attention was called to the report of the General Accounting 
Office of 1953 I believe and 1956 which sets forth some statements in 
this respect which I believe should be called to the attention of the 
committee, because while we are considering this whole general thing 
it seems to me that we should also consider this, and the evidence of 
the gentlemen should therefore become very pertinent. 

My purpose is not so much to question these people as to give them 
an opportunity to place before the committee the contention ‘and posi- 
tion which they take i in this matter. 

Senator Morsr. We will be delighted to have them. 

Mr. Ecxert. 1 am Charles Eckert, this is Mr. Nelson, Associate 
Director of our Civil Accounting Division, and the next gentleman is 
Mr. Thompson of our audit staff. I just want to say this, Mr. Chair- 
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man: We have no comment to make this morning on the merits of the 
legislation which is before the committee. 

nder the budget and accounting we are required to review the op- 
erations of the Railroad Retirement Board and as the agent of the 
Congress to bring this information to the Congress and to this com- 
mittee in order that it might be informed. 

Senator Morsr. I understand. 

Mr. Eckert. We have some questions here on the soundness of the 
fund and some question on payments made by the Federal Government 
into this system. 

Mr. Nelson will review our report. 

Senator Morse. Proceed, Mr. Nelson. 


STATEMENT OF LLOYD A. NELSON, ASSOCIATE DIRECTOR, CIVIL 
ACCOUNTING AND AUDITING DIVISION, GENERAL ACCOUNTING 
OFFICE; ACCOMPANIED BY CHARLES E. ECKERT, LEGISLATIVE 
ATTORNEY, OFFICE OF THE COMPTROLLER GENERAL; AND 
JAMES L. THOMPSON, JR., SUPERVISORY ACCOUNTANT, CIVIL 
ACCOUNTING AND AUDITING DIVISION, GENERAL ACCOUNTING 
OFFICE 


Mr. Netson. Mr. Chairman, we have prepared a brief statement 
that gets down in a few moments the story we have. It might be 
better if we read it. 

Senator Morse. I think so, too. 

Mr. Netson. The Comptroller General] released a report to the Con- 
gress on April 26, 1957, regarding certain significant financial aspects 
of the railroad retirement system. The essence of the report is that 
the Federal Government is providing some measure of financial sup- 
port to the railroad retirement fund, although it appears it has been 
the intent to have the railroad retirement system on a self-supporting 
basis. 

Further, the Federal financial support now provided, and heretofore 
given, to the railroad retirement fund is hidden and not readily dis- 
closed as Federal assistance. It is our view that when the Congress 
provides financial assistance to any program it should not be buried 
under the heading of something else. 

The General Accounting Office holds the view that the Congress 
should determine whether or not the railroad retirement fund is to 
be partially underwritten by a Federal payment. If the Congress 
were to decide to underwrite the account in some measure, then we 
believe the amount should be stated in separate appropriations for the 
specific purpose. 

It is generally recognized that the retirement fund has a substantial 
deficiency and that the level cost is greater than the level income of 
1214 percent of taxable payrolls. 

There exists a problem on action to be taken by the Congress to 
bring agreement between costs and income in the railroad retire- 
ment fund. 

Our report, issued April 26, 1957, discussed the following points: 

1. The actuarial condition of the fund, the existing deficiency, and 
the need to establish general agreement between level costs and in- 
come. 
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2. Appropriations to the fund in excessive amounts for the $160 per 
month free wage credits given to railroad workers while in military 
service, 

3. Reimbursements received for military wage credits by the fund 
from the old age and survivors insurance trust fund under the financial 
interchange arrangements, but without any payment by the railroad 
fund for such reimbursements. 

4. Interest rates earned on Federal obligations by the fund over 
the years have been higher than the average rates paid by the Gov- 
er nment on borrowings from the public. 

The fund earned interest on funds placed to the credit of the 
sections before the related taxes were collected from the carriers and 
employees. 

The railroad fund should have an income designed to be equal to 
annual level costs of the system. The board has two principal sources 
of income, taxes on railroad payrolls and interest on investments. The 
current tax rate is 12.5 percent of taxable payrolls, while the rate 
needed under current benefit law to keep the deficit from growing is 
about 15.7 percent of taxable payrolls. 

It is evident, therefore, that action is needed to close the gap of 3.2 
percent of payrolls even under the current benefit formula. If benefits 
were to be increased further, then the tax rates would need to be in- 
creased more than 3.2 percent of payrolls. 

These rates we mention make no provision for amortizing the de- 
ficiency which was estimated by the Board at approximately $2.8 
billion at December 31, 1953. This deficiency was $12.6 billion be- 
fore enactment of the 1951 amendments which transferred $9.8 bil- 
lion of railroad retirement liabilities to the social security system, 
thus reducing the railroad retirement actuarial deficit to $2.8 billion. 

Such deficiency has grown further by reason of the 1956 amendments 
(Public Law 1013, 84th C ong., August 7, 1956). 

We recommend that on the premises that the presently existing 
actuarial deficit of the railroad retirement system should not increase 

and the system should be maintained on a self-supporting basis, (1) the 
present tax rate be adjusted upward to a level approximating the 
present annual level costs of benefits and that (2) any future upward 
revisions in benefits payable be accompanied by a corresponding up- 
ward revision in the tax rates. The Railroad Retirement Board has 
informed us that it is in agreement with these recommendations, as 
they testified here this morning. 

It is significant to consider that failure to act at this point in time 
merely postpones action and permits the situation to become more 
acute and even more difficult to remedy at a future point in time. 

Our second point relates to appropriations made to the railroad 
fund for free credits on presumed wages of $160 per month while in 
military service. These free wage credits have been provided to 

railroad workers while in military service from 1939 through 1956. 
The law authorizes Federal appropriations to the fund on the basis 
of the railroad payroll tax rates in effect during the period of military 
service. 

The appropriations made to date total $334,429,000 and under cur- 
rent law and more recent estimates by the Board, a request for ap- 
proximately $90 million additional has been initiated. 
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The 1951 amendments to the Railroad Retirement and Social Secu- 
rity Acts resulted in the coordination of the old-age and survivors in- 
surance system and the railroad retirement system. Under those 
amendments the old-age and survivors insurance fund credits the rail- 
road retirement fund with the amount of all railroad retirement 
claims on the assumption that railroad wages are social security 
wages. 

The 1951 amendments provide, in turn, that the railroad retire- 
ment fund will pay social security a sum equal to the social security 
tax rate on all taxable railroad wages. 

Furthermore, the amendment required 10 years of railroad service 
before qualifying for railroad retirement benefits. Men who have 
less than 10 years railroad service will have benefits paid only by the 
social security system. The net effect of these amendments is that 
the railroad system buys social security protection for its workers in 
exchange for payment of the prevailing social security tax, and the 
Board is relieved of any liability for railroad employees having less 
than 10 years of railroad employment. 

These provisions, incidentally, were retroactive back to the beginning 
of the Railroad Act in the mid-thirties. 

The free wage credits of $160 per month were also provided under 
the social security system for all workers in military service prior to 
1957. 

However, the old-age and survivors insurance system does not col- 
lect a tax from the Federal Government on such free wage credits, 
but under current law last year (Public Law 881, 84th Cong.) there is 
authorized to be appropriated a sum equal to the estimated excess 
costs arising as a result of the free wage credits. 

Thus the Federal Government has authorized payment to social 
security for the free military wage credits on an excess cost basis but 
pays the railroad retirement fund on a tax basis—two plans that are 
far apart in end results. 

The railroad retirement fund receives appropriations on an excess 
cost basis for military service prior to 1937, and the Board has indicated 
they are not losing money under that plan. The tax basis for service 
after 1936 has resulted in appropriations exceeding costs incurred. A 
rough estimate of costs to the Board for free military credits would 
indicate approximately $64 million, while the tax basis will be ap- 
proximately $424 million. 

Senator Attorr. May I ask a question at that point, Mr. Chairman ? 

Senator Morse. You certainly may. 

Senator Atxorr. As I understand this, and I will put it in a little 
other language, what happened was that the members of the railroad, 
the employees of the railroads who entered into military service, the 
Government financed their retirement benefits while they were in 
military service; is that correct? 

Mr. Netson. That is correct. 

Senator Arxorr. But they themselves did not contribute anything 
to that during the period? 

Mr. Netson. That is right. 

Senator Atuorr. May I inquire in this audit of this thing if that 
favorable consideration was given any other group of people in their 
retirement plans and social security, or in the manufacturing industry 
or any place else? 
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Mr. Netson. Yes. The folks in the social security system, the non- 
railroad worker we will say, was given such protection at the rate of 

$160 a month while in military service. However, the law was enacted 
several years later than the railroad retirement amendments were, but 
was made retroactive with respect to eligibility back in 1940. 

Senator At.torr. Then this is a favored treatment that accrued to 
railroad workers, but it also accrued to all other workers? 

Mr. Netson. Yes, sir. 

Senator Atiorr. All other people who entered into military service, 
and the only difference would be the difference to which contributions 


would have been made under social security or under the Railroad 
Retirement <Act. 


Is that right? 

Mr. Nexson. That is correct. Let’s say that all the men in military 
service received a $160 wage credit that was creditable under railroad 
retirement or social security depending on how they became eligible 
at the time of claiming benefit. 

However, the railroad retirement system is being reimbursed for 
the cost of those credits on the basis of a tax rate of 121/ > percent cur- 
rently and lower tax rates in previous years. 

The social security system, on the other hand, is being reimbursed, 
there is legislation on the books now authorizing reimbursement to 
social security on an excess cost bale, not on a tax basis. 

Senator Atiorr. From an accounting standpoint or from just a 
plain evaluation of this thing, what I am trying to get at, we entered 
a period there, and my colleague sitting across here was a very dis- 
tinguished member of the Armed Forces and many people were mem- 
bers of the Armed Forces. 

What I am trying to get at really here is whether or not this fund 
benefited in a way that people who were under social security did not 
benefit. If so, how much and in what way? That is my real question. 

Mr. Netson. Let’s say this, that the employee, the person would 
receive the appropriate credit under the social security law or under 
the Railroad Retirement Act, and the recommendation and ideas we 
have in our statement and in our report relates only to the Federal 
Government reimbursing those two funds, and in this instance the 
railroad retirement fund. 

How much should the Federal Government pay in order to make 
the railroad retirement account whole with respect to having given 
these free wage credits ? 

It will be argued that it should be built around the insurance concept, 
and if it is built around the insurance concept, then we would pay the 
tax rate that had prevailed during these several years, but in so doing 
we have to take into consideration the financial interchange with the 
social security system. 

The railroad retirement fund is completely tied up now with the 
old-age and survivors insurance system on all benefits payments on 
the financial interchange arr: angement of 1951. 

Senator Axrorr. Well, let’s proceed. I am not sure that I have 
an answer to my question, but let’s proceed and see if it comes up later. 

Mr. Netson. Let’s say that our next point in connection with this 
reimbursement to the trust fund, is that the liabilities of the railroad 
retirement fund for free military service credits are further reduced 
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as a result of any veterans benefits payable by the Veterans’ Admin- 
istration. 

Under the provisions of the Railroad Retirement Act, benefits other- 
wise payable on the basis of military service creditable under the rail- 
road retirement system are reduced when such military service has 
been used by the Veterans’ Administration as a basis for compensation 
and pension payments. 

The Board has estimated that its liabilities on account of military 
service are reduced by approximately one-third on account of Veterans’ 
Administration benefits. No transfer of funds from the railroad re- 
tirement system to the veterans system is provided, however, in current 
law. 

Senator Atxorr. Let’s put that in plain’English. 

Mr. Netson. The chap who had been in military service and suffered 
we will say a 30 percent disability and applied for that benefit with 
Veterans’ Administration and was adjudicated 30 percent disabled 
and received a 30 percent compensation payment on the basis of his 
military service, ion he then claimed under the railroad system for 
railroad retirement and asked for credit for the $160 free w age credits, 
it would be denied by the Railroad Board because the man had al- 
ready received the benefit of military service through the compensa- 
tion payment by VA. 

Under that plan, we feel it is not consistent of course with how the 
man is treated under social security. 

That same man applying for a social security benefit would get 
advantage of the $160 free military wage credit and also be entitled to 
the 30 percent compensation from the Veterans’ Administration. 

So although the Railroad Retirement Board has been paid a tax at 
121% percent or less, depending on the time period, for these $160 wage 
credits, when they came to settling claims, some of their claims 
are reduced by reason of the man w ho makes the claim hav ing already 
received something from Veterans’ Administration on the same mili- 
tary service. 

Senator Atiorr. Thank you, sir. 

Mr. Netson. The major portion of the appropriations which the 
Board has received for military service relate to World War II serv- 
ice. Public Law 881, 84th Congress (70 Stat 857) effective January 
1, 1957, amends the Social Security Act to authorize appropriations 
to the social security system for the same periods of military service 
for which appropriations have already been received by the railroad 
retirement system. 

Although the same period of military service may not be credited 
by both the railroad retirement and social security systems, and in 
the case of persons with less than 10 years of combined railroad and 
military service the credit will be extended by the social security sys- 
tem, no provision is made in prior law or in Public Law 881 for adjust- 
ment or transfer of excess appropriations received by the railroad 
retirement system. 

In other words, at that point maybe I should interject this. The 
law that was passed last year, Public Law 881, placed all military per- 
sonnel under the social security system not on a free basis but on a 
basis comparable to all men in commercial employment. 
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The military departments pay half of the social security tax and 
the men have withheld from their military pay half that social secu- 
rity tax. 

The two taxes are then paid by the Department of Defense, to the 
old age and survivors insurance trust system. That became effective 
with pay periods in January 1957. 

Under current law, the ors for crediting the railroad retirement 
system for creditable military service prior to 1937 is the additional 
present- value cost basis. The additional present-value cost is the dif- 
ference between the present value of each annuity based in part on 
military service and the present value of the annuity which would 
be payable to the same individual without regard to military service. 

Pursuant to action by the Congress on August 1, 1956, (Public Law 
881), the cost basis is used to credit the social- security system for 
creditable military service performed prior to 1957. If the additional 
present-value cost basis were applicable to the railroad retirement sys- 
tem for creditable military service performed prior to 1957, instead 
of prior to 1937 as under current law, then the railroad retirement 
system would be on the same reimbursement basis as the social-security 
system for creditable military service performed prior to 1957. 

It is to be emphasized that nothing contained in our report or 
recommendations would reduce benefits to veterans. The current law, 
however, has reduced railroad benefits based on military credits if the 
annuitant is drawing compensation of pension from the Veterans’ 
Administration on the basis of the same military service. 

Our report stated that in view of the substantial excessive appro- 
priations out of the general fund of the Treasury, received and receiv- 
able by the Board for c rediting military service, we recommend that 
the Congress redetermine the basis on which the railroad retirement 
system should be credited for military service rendered after 1936. 
We recommend further that the amount of the entitlement be deter- 
mined on an additional present-value cost basis, which is applicable 
to the railroad retirement system for military service performed prior 
to 1937 and to the social-security system for military service per- 
formed prior to 1957. 

Based upon the above recommendation, the appropriation request 
of $89 million for fiscal year 1958 should be denied and the Board 
should be required to pay back to the United States Treasury any ap- 
propriations and interest earnings that are determined to be excessive 
which we estimate to be about $35 »5 million, based on an earlier rough 
estimate prepared by the Board. 

The third point for consideration relates to the payments by the 
social-security system to the Board for free military wage credits. 
Under the terms of the financial-interchange arrangement, the Board 
receives from the Federal old-age and survivors insurance trust fund 
an amount equal to the benefits which would have been payable by that 
fund had creditable railroad service been covered by social-security 
employment. 

This amount is based, in part, on military service rendered under the 
railroad retirement system. Thus, although it has been observed that 
the Board has already received appropriations many times in excess 
of its requirements for crediting military sevice and is, under present 
law, entitled to receive further sizable appropriations, it also “ceives 
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additional money from the Social Security Administration covering 
the same creditable military service with respect to service performed 
from September 15, 1940, through December 31, 1956. 

Since our earlier recommendation to apply the excess-cost method 
would reimburse the Board for its costs, the existing law which permits 
a further payment to the Board by Social Security for the same item 
results in duplicate payments to the Board. 

As stated in our report we recommend that a periodic determination 
be made of the amount credited by the Administration to the Board 
on account of military service performed prior to January 1, 1957, 
and that the Board be required to pay the amounts so determined into 
the general funds of the United States Treasury. 

Our fourth point was a question regarding interest rates. We realize 
that interest rates on Federal obligations are up sharply in recent 
years. However, we find that the Federal Government has been pay- 
ing for 17 years a higher rate of interest to the railroad fund that it 
has been paying for borrowings from the general public or the old- 
age and survivors trust fund. 

We believe the proper interest rate is the average rate on long-term 
issues to the public forming part of the public debt. The old-age and 
survivors insurance trust fund and the civil-service retirement and dis- 
ability fund are set up on a basis we believe sound. Incidentally, the 
unemployment account too for the railroad retirement system is under 
the same sound basis. 

The interest rates for these two funds was set by the Congress in 
the summer of 1956 when the Treasury was authorized to issue special] 
obligations at the average rate at the end of the calendar month next 
preceding the date of issue, borne by all marketable interest-bearing 
obligations of the United States then forming part of the public debt 
that are not due or collectible until after the expiration of 5 years from 
the date of original issue. This rate as of September 30, 1956, was 2.5 
percent. 

Senator Attorr. Put in simple language, that simply means that the 
Government is paying what now on its short- and long-term, respec- 
tively ; do you know? 

Mr. Netson. The short- and long-term rates are very close together, 
currently. 

Senator Atiorr. What are they ? 

Mr. Netson. Well, 314 and better for current issues, 314 for some 
of them; effective rates. The recommendation here relates to the 
composition of the public debt as it stands today on issues that mature 
in 5 years or more from the date of original issue and those bear on 
an average 214 percent. 

The new issues that are coming off currently are the issues that are 
drawing more than 3 percent. 

Senator Atxiorr. So the net benefit on these funds to the railroad 
retirement fund is somewhere in the neighborhood of seventy-five one- 
hundredths of a percent at this time. 

Mr. Netson. Probably on an average even less than a half, but I 
would be guessing when I would state it would be about a half of a 
percent. 

Senator Atxorr. Allright, sir. 

Mr. Netson. It is estimated that the interest paid to the railroad 
retirement system was approximately $177 million in excess of what 
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it would have been if the system had earned the same rate as the social- 
security system from July 1, 1939, to June 30, 1956. The excess 
amounted to approximately $15 million in 1956. 

As stated in our report we recommend that the Congress establish 
an interest rate for special obligations for the railroad retirement sys- 
tem consistent with that recently established for the civil-service re- 
tirement and social-security systems. 

Our fifth point relates to an earlier investment practice which re- 
sulted in the Federal Government paying higher interest then con- 
sidered necessary. Until 1952 a procedure was in effect which enabled 
the Railroad Retirement Board to invest appropriations which were 
received in advance of, and sometimes in excess of, actual tax col- 
lections. 

Although this procedure was prospectively corrected by the Con- 
gress in 1952, the Board has been permitted to retain approximately 
$40 million of interest earned by investment of these advances prior 
to actual receipt of the taxes. We have no recommendation for cor- 
rective action but consider it advisable to have the Congress aware 
of this situation when considering remedial action on the other points 
contained in our report. 

We are glad to be afforded an opportunity to bring these matters 
to the attention of the committee. We urge their serious consideration 
in connection with any pending legislation affecting the railroad re- 
tirement system. We will endeavor to answer any questions ° you may 
have, or supply any additional information you may desire. 

I would say that a good share of the weight of our report, Mr. Chair- 
man, is that there has been Federal support to the railroad retirement 
system. 

Senator Morsr. Let the record show that the two reports of the 
Comptroller General of the United States will be made a part of the 
record. 

(The reports referred to follow :) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, February 10, 1955. 
Hon. Sam RAYBURN, 
Speaker of the House of Representatives. 


Dear Mr. Speaker: There is presented herewith one copy of the General 
Accounting Office report on the audit of the Railroad Retirement Board for the 
fiscal year ended June 30, 1953. This audit was made by the Division of Audits 
pursuant to the Budget and Accounting Act, 1921 (31 U. S. C. 53), and the 
Accounting and Auditing Act of 1950 (31 U.S. C. 67). 

Particular attention is invited to the recommendations that legislation be 
enacted (1) to recover a substantial portion of the amounts appropriated to 
the Railroad Retirement Board out of the general funds of the Treasury for 
the purpose of crediting military service as railroad employment and (2) to 
recover an interest windfall of $38 million which accrued to the Railroad Retire- 
ment Board in the fiscal year 1953 and to recover any similar future windfalls. 

Attention is invited also to the comments on (1) the actuarial condition of 
the railroad retirement account and (2) the extent to which certain provisions 
of law and amendments to the Railroad Retirement Act of 1937 have resulted 
in the Federal Government and the social-security system contributing to the 
maintenance of the railroad retirement system. 

The report is also being sent today to the President, United States Senate. 

Sincerely yours, 
FRANK H. WEITZEL, 


Assistant Comptroller General of the United States. 
Enclosure. 
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Report ON Avupir OF RAILROAD RETIREMENT BOARD FOR THE FISCAL YEAR 
ENDED JUNE 30, 1953 


The Division of Audits, General Accounting Office, has made an audit of the 
Railroad Retirement Board for the fiscal year ended June 30, 1953. This audit 
yas made pursuant to the provisions of the Budget and Accounting Act, 1921 
(31 U. 8S. C. 58), and the Accounting and Auditing Act of 1950 (31 U.S. C. 67). 

Of particular significance in this report are our recommendations to the 
Congress and our observations which are summarized below. 


RECOMMENDATIONS TO THE CONGRESS 


Recovery of substantial portion of prior appropriations 


We recommend the recovery of a substantial portion of the amounts appro- 
priated to the Railroad Retirement Board out of the general funds of the United 
States Treasury for the purpose of crediting military service as railroad employ- 
ment. The Board has received in appropriated funds and accrued interest 
thereon approximately $324 million more than is estimated to be required to 
meet the related benefit payments. (See p. 13.) 

Recovery of interest windfall 

We recommend that the Railroad Retirement Board be required to pay into 
the general funds of the United States Treasury an interest windfall of $3 million 
which accrued to it in the fiscal year 1953 under the provisions of the financial 
interchange arrangement with the social-security system and to make a payment 
for each year after June 30, 1953, in which a similar windfall occurs. (Seep. 18.) 


OTHER SIGNIFICANT OBSERVATIONS 


Actuarval condition of the railroad retirement account 


In the latest triennial valuation of the railroad retirement account the un- 
funded accrued liability of the account was established at $10,475 million before 
considering the effect of legislation whereby a substantial portion of this liability 
was transferred to the social-security system. It is estimated that $5,915 million 
of this liability was transferred, leaving an unfunded accrued liability of $4,560 
million to be borne by the railroad retirement system. 

The valuation report concluded that a tax rate of 13.41 percent would be 
required to finance the system indefinitely without any increase in the existing 
unfunded accrued liability. On the basis of the present tax rate of 12% per- 
cent, the unfunded accrued liabilities are increasing at the rate of $45 million 
a year. 


Self-sufficiency of the railroad retirement system 

Although the legislative history and provisions of the Railroad Retirement 
Acts show that the railroad retirement system was intended to be self-sup- 
porting and the Railroad Retirement Board purports that the system is self- 
supporting, certain provisions of law and amendments to the Railroad Retire- 
ment Act of 1937 have resulted in the Federal Government and the social-se- 
curity system contributing to the maintenance of the railroad retirement sys- 
tem. These factors are summarized on pages 25 to 29 of this report. 


ORIGIN AND PURPOSE 


The Railroad Retirement Board was created to administer a system of re- 
tirement insurance for railroad employees under the Railroad Retirement Act 
of 1935 (49 Stat. 967). It also administers a system of unemployment insur- 
ance for railroad employees under the Railroad Unemployment Insurance Act, 
approved June 25, 1938 (45 U. 8. C. 351-367). 


ORGANIZATION AND MANAGEMENT 


The Railroad Retirement Board is an independent agency in the executive 
branch of the Federal Government. It is composed of three members appointed 
by the President of the United States, by and with the advice and consent of 
the Senate. One member is appointed from recommendations made by rep- 
resentatives of the employees and one member is appointed from recommenda- 
tions made by representatives of the carriers. The third member, who is chair- 
man of the Board, is appointed without recommendation by either carriers or 
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employees and may not be employed by or otherwise interested in any employer 
or organization of employees. The term of office of each member is 5 years. 
The membership of the Board as of June 30, 1953, was as follows: 


| First ap- Present ap- 
Representing pointed pointment 
expires 


| 
Apr. 22, 1946 I Aug. 28, 1957 
July 13,1950 i? Aug, 28, 1954 
Oct. 25, 1943 | | Aug. 28, 1958 





William J. Kennedy (chairman) - Siaoaeceret wreoed 1 ici IE es de evil ca sensi tsi ms ceo paige 
Horace W. Harper. 6 Lad dat. oe, ll eee 
0 Ea a eee ne Be Ss ee eer ee | 





1 Mr. Kennedy resigned, effective Aug. 31, 1953, and Raymond J. Kelly was appointed chairman on 
Sept. 1, 1953, to fulfill the unexpired term. 
2 Mr. Harper’s reappointment was confirmed on Aug. 11, 1954. 


The principal offices of the Board are located in Chicago, Ill. As of June 30, 
1953, the Board had 9 regional offices e 98 district and branch offices. The 
regional offices were located in Atlanta, New York, Cleveland, Chicago, Dallas, 
Kansas City, Minneapolis, Denver, and S San y rancisco. The number of employees 
of the Board totaled 2,178 at June 30, 1953. Of these, 1,195 were in the head- 
quarters offices in ¢ ‘hicago and 983 were in the regional and field offices. The 
Board's regional offices at Minneapolis and Denver were closed as of November 
16, 1953. 

Each regional office has a regional office division which receives, adjudicates, 
audits, and certifies or denies claims for unemployment, sickness, and maternity 
benefits under the Railroad Unemployment Insurance Act, and a field service di- 
vision operating district, branch, and base point offices for performing a variety 
of duties relating to both the Retirement and Unemployment Insurance Acts, 
such as: 

1. Rendering assistance to applicants filing claims. 
Training claims agents. 


2h 


3. Operating an employment service. 
4. Disseminating information to employers and employees. 


» Making investigations. 
The expenses of the regional offices are allocated between the railroad retire- 
ment system and the railroad unemployment insurance system. A schedule of 
these expenses is included in the financial statements in this report. 
The adjudication and award of retirement and survivor benefits under the 
Railroad Retirement Act are made at the headquarters office. 


RAILROAD RETIREMENT SYSTEM 


Establishment 


The railroad retirement system was established by the Railroad Retirement 
Act of 1935, approved August 29, 1935 (49 Stat. 967). This act was amended 
by, and incorporated in, the Railroad Retirement Act of 1937, approved June 
24, 1987 (45 U. S. C. 228a-228r). The 1935 act was continued in effect with 
respect to individuals granted annuities prior to enactment of the Railroad Re- 
tirement Act of 1937. The Carriers Taxing Act of 1935, which provided revenue 
to finance the railroad retirement system, was repealed by the Carriers Taxing 
Act of 1937 (now the Railroad Retirment Tax Act (26 U. 8S. C. 1500) ). 

A prior act, the Railroad Retirement Act of 1934 (48 Stat. 1283), was declared 
unconstitutional and its provisions nullified after its constitutionality had been 
challenged by the railroads. The Railroad Retirement Act of 1935 and the 
Carriers Taxing Act of 1935 which, taken together, contained the substance of 
the 1934 act were also challenged by the railroads, and the District Court of 
the District of Columbia held the Taxing Act to be unconstitutional as violating 
the due-process clause of the fifth amendment. The court also held that a portion 
of the 1935 Retirement Act was unconstitutional. However, by a memorandum of 
agreement dated February 18, 1937, railroad and employee representatives agreed 
to seek new legislation which they would recommend to the Congress and fur- 
ther agreed that they would not question, and they have not questioned, in the 
courts the authority of Congress to enact the law or laws putting the plan into 
operation. 

The Railroad Retirement Act, as amended, provides for the payment of 
benefits to aged or permanently disabled railroad employees and their wives 
and to the widows, widowers, children, and parents of deceased employees. 
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Sources of funds 


A. Payroll taxes and employers’ contributions.—The railroad retirement sys- 
tem is financed principally by a payroll tax on employees and an equal contri- 
bution by employers provided for in the Railroad Retirement Tax Act. The 
present tax on employees is 614 percent of each employee’s earnings up to $300 
amonth. Taxes and contributions have been assessed since January 1, 1937. 

The payroll taxes and employers’ contributions are collected by the Internal 
Revenue Service and are paid into the Treasury of the United States as internal 
revenue collections. 

Under procedures established in the Railroad Retirement Board Appropriation 
Act, 1952 (65 Stat. 222), the Secretary of the Treasury is authorized to credit 
currently to the railroad retirement account the actual amount of taxes as 
collected to provide for payment of all annuities, pensions, and death benefits 
under the Railroad Retirement Acts of 1935 and 1937. In previous years 
Congress appropriated annually an amount based on an estimate of the taxes 
expected to be collected during the year. Adjustments were made in later 
appropriations for any underestimate or overestimate of the tax collections. 

As of July 1, 1951, the exess of prior years’ appropriations over tax collections, 
together with interest earned thereon by the Board, was estimated at $39,008,951. 
Of this amount, $19,827,800 was returned to the general funds of the Treasury 
in November 1951. The balance of $19,181,151 was required to be held in 
reserve by the Bureau of the Budget. After adjustment for administrative 
expenses, tax refunds, and interest, the remainder, $18,656,682, was carried to 
the surplus of the Treasury in accordance with the provisions of the Railroad 
Retirement Board Appropriation Act, 1954, approved July 31, 1953 (67 Stat. 258), 
and the difference, $524,469, was released to the railroad retirement account. 

B. Interest on investments.—The Railroad Retirement Act of 1937 provides 
that the Secretary of the Treasury, at the request and direction of the Board, 
shall invest such amounts credited to the railroad retirement account as, in 
the judgment of the Board, are not immediately required for the payment of 
annuities, pensions, and death benefits in interest-bearing obligations of the 
United States or in obligations guaranteed as to both principal and interest by 
the United States. The Secretary is authorized to issue at par special obliga- 
tions to the account which shall bear interest at the rate of 3 percent per annum. 
Other obligations may be acquired only on such terms as will provide a yield 
of not less than 3 percent per anum. 

Under present procedures, all amounts credited to the railroad retirement 
account are immediately invested in special 3 percent Treasury notes, which are 
redeemable at the request of the Board at par plus accrued interest as funds are 
needed for benefit payments, administrative expenses, or reinvestment in securi- 
ties bearing a higher interest rate. 

At June 30, 1953, $3,127,803,000 was invested in these 3 percent special Treas- 
ury notes and $15 million was invested in 314 percent Treasury bonds, compris- 
ing a total investment of $3,142,803,000. Interest earned in the fiscal year ended 
June 30, 1953, amounted to $89,295,185. 

C. Appropriations by the United States Government for Military Service.— 
The Railroad Retirement Act authorizes the appropriation to the railroad retire- 
ment account, for each fiscal year beginning with the fiscal year ended June 30, 
1941, (1) an amount sufficient to meet the additional cost of crediting military 
service rendered prior to January 1, 1937; and (2) the amount of the taxes on 
employers and employees which would have been payable during the preceding 
fiscal year for military service after December 31, 1936, by considering such 
military service as service rendered as an employee. 

The act provides that military service during any war service period shall 
be included as years of service in determining eligibility for and in computing an 
annuity. However, entrance into military service must be preceded by railroad 
service in the same or next preceding calendar year (45 U.S. C. 228c-1). 

Appropriations to June 30, 1953, for this purpose have amounted to $334,429,100, 
of which $299,577,100 was received prior to that date and $34,852,000 was made 
available in fiscal year 1954. 

D. Funds to be received from the social security system.—The Railroad Retire- 
ment Act of 1937 was amended by the act of October 30, 1951 (65 Stat. 683), to 
provide for correlation of the railroad retirement system and the social security 
system. The amendments established an arrangement whereby the social security 
system in effect reinsures certain of the risks of the railroad retirement system. 
Under this arrangement the railroad retirement system will be liable to the 
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Federal old-age and survivors’ insurance trust fund for the taxes that would 
have been paid under the social security system, and the social security system 
will be liable to the railroad retirement account for the benefits which would 
have been payable under the Social Security Act if railroad employment had 
been covered thereby. 

So far the applicable taxes have exceeded the benefits and consequently the 
railroad retirement system is indebted to the Federal old-age and survivors’ 
insurance trust fund. Under the law the Railroad Retirement Board and the 
Secretary of Health, Education, and Welfare were required to determine by 
January 1, 1954: “* * * the amount which would place the Federal old-age and 
survivors’ insurance trust fund in the same position in which it would have been 
at the close of the fiscal year ending June 30, 1952, if service as an employee after 
December 31, 1936, had been included in the term ‘employment’ as defined in the 
Social Security Act and in the Federal Insurance Contributions Act.” The amount 
of this liability was determined to be $488,200,000 as of June 30, 1952. This is 
to be reduced at the end of any year in which the benefits to be assumed by the 
social security system exceed the taxes to be credited to the Federal old-age and 
survivors’ insurance trust fund for that year. The principal amount was reduced 
to $424,500,000 as of June 30, 1953. 

If the taxes plus accrued interest on the principal amount exceed the bene- 
fits in any year, the difference will be transferred from the railroad retirement 
account to the trust fund. However, the Railroad Retirement Board estimates 
that future benefit payments will exceed taxes and that the initial liability 
eventually will be exhausted. From that time on actual transfers of money will 
be made from the trust fund to the railroad retirement account. 

Actuaries of the Railroad Retirement Board have estimated that the railroad 
retirement system will benefit to the extent of an average of $29,500,000 annu- 
ally in perpetuity under this financial interchange arrangement. 

Another provision of the 1951 amendment provides that the social security 
system will assume responsibility for the payment of benefits to railroad em- 
ployees who, at time of retirement or death, have less than 10 years of rail- 
road service. While this provision will not result in transfers of funds between 
the systems, the Board’s actuaries have estimated that as a result of this ar- 
rangement the railroad retirement system will be relieved of the payment of 
$89,500,000 annually. 


Appropriations from the general fund of the Treasury for military service credits 

Through June 30, 1953, the Railroad Retirement Board had received appro- 
priations of $334,429,100 pursuant to section 4 (n) of the Railroad Retirement 
Act, which authorizes appropriations to the railroad retirement account for 
military service credits. This amount has been augmented by interested in- 
come of $50 million. Against this the Board had disbursed only $3,500,000 at 
June 30, 1953, and the present value of future payments on awards at that 
date was $1,500,000. The present value of future payments with respect to 
awards that may be made after June 30, 1953, on account of military service 
prior to that date was estimated at $55 million. Consequently, the Board has 
received, in appropriated funds and accrued interest thereon, approximately 
$324 million more than it estimates will be needed to pay benefits to veterans 
based upon their miiltary service credits. 

Following is a summary of the appropriations through June 30, 1953. 


Period of military service 





Total 
appropriated 
a at RR a a a at $2, 960, 345 
After 1936 (World War II to June 14, 1948) __.______-____-________ 331, 468, 755 
A ic Sl a ha 7 ee 


No appropriations have been requested to cover military service credits for 
service after June 14, 1948, but the Board has estimated that the following 
amounts were due as of June 30, 1953. 


93396—57—_—39 
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Period of military service 
Amount due 
Prior to 1937 * $1, 200, 000 
World War II * 8, 000, 000 
Korean emergency 50, 000, 000 


59, 200, 000 


1 Represents amounts due on annuities awarded after June 30, 1948. 
2Estimated taxes for some 50,000 individuals still in service after June 30, 1948. 


The Board has made the following comparison of appropriations with the 
sum of benefits paid and the present value as of June 30, 1953, of benefits which 
it may be required to pay on account of military service to that date. 


Period of mililtary service 





Prior to 1937 |World War II Korean Total 
emergency 


Appropriations: 
Received. --- pad meeceee ace cwubides $2, 960, 000 | $331, 469, 000 | - $334, 429, 000 
Not yet requested. 1, 200, 000 8, 000, 000 $50, 000, 000 59, 200, 000 

4, 160, 000 339, 469, 000 50, 000, 000 393, 629, 000 


—S—_ _ SS Os 





Liabilities: 

On awards to June 30, 1953: 
Paid - aie mee se a 1, 500, 000 2.000, 000 |.-.---- 3, 500, 000 
Future payments. - 480, 000 TR bo tear ses- 1, 580, 000 

On awards after wey: 1, "1953: Future ay- 

1, 800, 000 50, 000, 000 4% 500, 000 55, 300, 000 





ME God pbuin bien corinne an joa 3, 780, 000° 53, , 100, 000 3, 500, 000 60, 380, 000 





Excess of appropriations over liabilities_ -- 380,000 | 286, 369, 000 46, 500, 000 1 333, 249, 000 





1 Does not give consideration to interest of approximately $50,000,000 received from investment of the 
appropriated funds. 


The April 8, 1942, amendment to the Railroad Retirement Act, which au- 
thorized credit for military service after December 31, 1936, provided for ap- 
propriations to the railroad retirement system on the basis of the taxes that 
would have been paid by the employers and employees had such service been 
covered railroad employment. Subsequently, and without any adjustment in the 
appropriations theretofore made, the obligations of the railroad retirement ac- 
count arising as a result of crediting such military service were greatly reduced 
by the provision of the 1951 amendments to the act requiring 10 years of railroad 
service to qualify for benefit payments from the railroad retirement account. 
These amendments provided for transfer to the social security system of the 
employment credit, including military service credit, of all persons who retire or 
die with less than 10 years of railroad service credit, and for payment under the 
social security system of the applicable retirement and survivor benefits, except 
the relatively infrequent residual benefit payments. However, no part of the 
appropriations for military service credits was required to be transferred to the 
social security system. 

These changes in law, and the resultant decrease in the amount of funds re- 
quired to meet the cost of railroad retirement benefits arising from military 
service credits, cannot be emphasized too strongly. In view of the changes that 
have taken place since the amendment of April 8, 1942, we recommend that the 
Railroad Retirement Board he required to repay a substantial portion of the 
$334,429,100 appropriated to it, together with the interest received on the amount 
to be returned. 

The amount to be returned to the Government would be dependent upon a 
determination by the Congress of a revised method of computation of the Gov- 
ernment’s obligation to the fund for these service credits. Two alternative 
methods are suggested for consideration, under either of which a substantial 
portion of the $334,429,100 appropriated to the Board would be for return to the 
Treasury. 

1. Should the Congress determine to continue the principle of appropriating 
amounts equal to the taxes that would have been paid with respect to creditable 
military service, we recommend that the Railroad Retirement Board be re- 
quired to refund that portion of the amount appropriated with respect to em- 
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ployees with creditable military service who will ultimately receive their benefits 
from the social security system rather than from the railroad retirement system. 
Should it be impracticable to make an accurate estimate of the amount to be re- 
funded on this basis, the principle could be retained by amending the law to 
provide for a refund of the entire amount appropriated, with minor exceptions, 
and for appropriations to be made equal to the taxes that would have been paid 
only with respect to adjudicated cases after it has been determined that the 
related benefits will be paid by the railroad retirement system. Adjustments 
for interest would also be required. 

2. Should the Congress determine that the Government’s obligation to the 
fund is to be measured by the amount needed to satisfy the related benefit pay- 
ments, the Board could return at least $324 million. This would leave the Board 
a fund of $56,500,000 which, based on the Board’s comparison of the appropria- 
tions received with the sum of benefits paid and the present value as of June 
30, 1953, of benefits which it may be required to pay on account of military serv- 
ice to that date, would be sufficient, with the interest to be earned thereon, to 
cover all the payments required to be made in the future with respect to credits 
for military service to June 30, 1953. If this principle be adopted, we recom- 
mend further that the Railroad Retirement Act of 1937 be amended to authorize 
annual appropriations to meet the additional cost arising from creditable mili- 
tary service rendered after June 30, 1953, with a proviso that no further appro- 
priations be made until it is shown that the actuarial value of awards based 
on military service after December 31, 1936, calculated from the dates on which 
the awards begin to accrue, is in excess of the available funds arising from ap- 
propriations for that purpose. Precedent for appropriating on the basis of 
amounts sufficient to meet the additional cost of crediting military service after 
December 31, 1936, is found in the present.law which authorizes appropriations 
on that basis with respect to military service rendered prior to January 1, 1937. 


Interest windfall 


The Railroad Retirement Board has received an interest windfall of approxi- 
mately $36 million through June 30, 1953, in the financial interchange arrange- 
ment with the Federal old-age and survivors insurance trust fund. This wind- 
fall may increase in each year in which the Board continues to be indebted to 
the trust fund under the interchange arrangement. 

The Board’s indebtedness of $488,200,000 as of June 30, 1952, includes interest 
of $100 million computed at the rates earned each year by the trust fund during 
the period from January 1, 1937, through June 30, 1952. The Board invested 
this money in 3 percent special Treasury notes and received approximately $133 
million in interest on it during that period. The difference of $33 million repre- 
cents the Board’s interest windfall in the initial computation under the financial 
interchange arrangement. 

Although the Board has been permitted by law to retain the $488,200,000 until 
it is reduced by annual adjustments and to earn 3 percent on it, the Board pays 
a lower rate of interest on this indebtedness to the Federal old-age and sur- 
vivors insurance trust fund. This rate is the average rate of interest, com- 
puted as of May 31 preceding the close of each fiscal year, borne by all interest- 
bearing obligations forming part of the public debt, adjusted to a multiple of 
one-eighth of 1 percent. The average rate as of May 31, 1953, was 2.401 percent 
or 2.375 percent when reduced to the next lower multiple of one-eighth of 1 
percent. To the extent that the 3 percent interest rate earned by the railroad 
retirement account exceeds the rate of interest payable to the Federal old-age 
and survivors insurance trust fund, the railroad retirement system will gain. 
On this basis, the windfall for the fiscal year 1953 will be approximately $3 
million. 

We recommend that the Railroad Retirement Board be required to pay into 
the general funds of the Treasury at least the interest windfall of $3 million 
which accrued to it in the fiscal year 1953 after the initial calculation of the 
liability to the Federal old-age and survivors insurance trust fund as of June 30, 
1952, and to make a payment for each year thereafter in which a similar 
windfall occurs. This would effect a savings in interest costs to the Federal 
Government. 


Actuarial condition of the railroad retirement account 
The Railroad Retirement Act of 1937 requires the Board to make, at intervals 
not exceeding 3 years, an estimate of the liabilities created under the Railroad 


Retirement Acts and provides for the appointment of an Actuarial Advisory 
Committee which shall examine the actuarial reports and estimates made by 
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the Board and shall have authority to recommend to the Board such changes in 
actuarial methods as it may deem necessary. A report of the fifth triennial 
valuation of the railroad retirement account, together with a statement of the 
Actuarial Advisory Committee, prepared in accordance with these requirements, 
is included in the Board’s annual report for 1952. 

Deficiency in payroll tar rate-——According to the Committee the fifth triennial 
valuation report concludes that as of December 31, 1950, the going tax rate of 
12.50 percent does not equal the net level cost of the system and is deficient by 
0.91 percent, resulting in unfunded liabilities increasing at a rate in excess of 
$45 million a year. A tax rate of 13.41 percent would be required to finance the 
system indefinitely without any increase in the existing level of unfunded ac- 
erued liabilities. These figures take into consideration the 1951 amendments 
to the Railroad Retirement Act and the applicable portions of the 1952 amend- 
ments to the Social Security Act. 

In reply to our inquiry as to whether experience gained since the fifth triennial 
report was prepared indicates whether there will be any change in the rate 
required to finance the system on a level-cost basis or in the rate at which the 
unfunded accrued liabilities are increasing, a representative of the Board 
informed us that the Board would have no way of estimating this until the 
sixth triennial valuation is completed about the middle of 1955. 

Unfunded accrued liability —The unfunded accrued liability increased steadily 
from $3,400 million at the end of 1938 to $7,400 million at December 30, 1947. 
In the latest valuation report the unfunded accrued liability was established 
at $10,475 million as of December 31, 1950, before considering the effect of the 
financial interchange arrangement with the social security system. It is esti- 
mated that $5,915 million of this liability was transferred to the social security 
system by this arrangement, leaving an unfunded accrued liability of $4,560 
million as of that date to be borne by the railroad retirement system. 

Based on the present tax rate, actuarial assumptions, and estimates, the rail- 
road retirement system will never be able to liquidate the present net unfunded 
accrued liability of $4,560 million or to prevent this liability from increasing at 
the rate of $45 million a year. 


Comparison of interest rates on investments of the railroad retirement account 
and the Federal old-age and survivors insurance trust fund 


Since 1937 practically all the funds of the railroad retirement account have 
been invested in 3 percent special Treasury notes which the Railroad Retirement 
Act authorizes the Secretary of the Treasury to issue to the account. Moneys 
of the Federal old-age and survivors insurance trust fund are invested in Treasury 
bonds and Treasury special certificates of indebtedness. The special certificates 
issued to the latter fund, which prior to the amendment of the Social Security 
Act effective January 1, 1940, bore interest at a rate of 3 percent, now bear 
interest at the average rate at the end of the calendar month next preceding 
their date of issue borne by all interest-bearing obligations of the United States 
then forming part of the public debt, adjusted to a multiple of one-eighth of 1 


percent. The rate was 244 percent at June 30, 1952, and 2% percent at June 30, 
1953. 
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The following table shows that the interest rate received by the railroad 
retirement system has been considerably in excess of the rate received by the 
social security system since 1940. 











Investments Interest rate 
As of June 30— Federal old- Federal old- 

age and sur- Railroad age and sur- Railroad 

vivors insur- | retirement | vivorsinsur-| retirement 

ance trust account ance trust account 

fund fund 
Billions Billions Percent Percent 

ES 5 ohcacicnubuciarn oped aeticny iets waatcies $0.3 $0.1 3.0 3 
1938__-. at on om 3.0 3 
i cetinnesincaia in Gant i acatiaes Ohaianneiied 1.2 3.0 3 
1940____ As EE RT ae () 1 2.9 3 
i chhi neta Bima e bie tinaesgeniadab es Gane 2.4 1 2. 5-3.0 3 
SN scp teachin ts oo dadeshanlb stots = ated hamiaee sient 3.2 on (1) 3 
1943_- 4.2 - 2. 258 3 
1944. ___ 5.4 3 2. 195 3 
1945_._. = 6.5 -5 2.127 3 
Sth tinned. nteritnetedtnductdsntemeeeratcas 7.5 ok 2. 05 3 
1947____ ees é 8.7 8 2. 078 3 
Pepin a coccn 9.9 1.4 (1) 3 
1949. __._ 11.2 1.7 (‘) 3 
I gai icc a lane ilk eae en ah a 12.6 2.1 2.2 3 
1951 _- 14.3 2.4 2.2 3 
1952__ : 16.2 2.9 2.3 3 
1953 ___- 17.8 3.1 (*) 3 


| 
| 


1 Information not available. 


It is estimated that interest paid to the railroad retirement system was ap- 
proximately $128 million in excess of what it would have been if the system 
had earned the same “going-rate”’ as the social security system from July 1, 
1939, to June 30, 1953. The excess has amounted to approximately $20 million 
a year in recent years. 

In a letter dated January 9, 1950, to the chairman, Government Operations 
Subcommittee of the Committee on Expenditures in the Executive Departments, 
House of Representatives, regarding the rate of interest earnings on the national 
service life insurance fund, the Comptroller General of the United States said: 

“T may state that the problem here involved concerns equally the United States 
Government life insurance fund (World War I) and various other trust funds 
administered by the Treasury Department and is one which has a mate- 
rial effect on the Federal budget and on governmental fiscal policy. It is my 
sincere hope that through the efforts of your subcommittee this matter will 
be brought fully to the attention of the Congress for the enactment of legislation 
designed to limit the allowance of interest on such funds to the normal rate 
currently being paid on funds borrowed from the public and to provide, in any 
instance where it may be deemed necessary or appropriate, for the annual ap- 
propriation of funds sufficient to defray any deficiency which might arise in any 
such fund by reason of such action. I feel that such action would constitute 
a major step in the direction of adequate disclosure of Government financial 
transactions. I might add that it is my understanding that the Treasury De- 
partment and the Bureau of the Budget have initiated a study of this problem 
of the interest rates earned by the various trust funds having investments 
in Government obligations, including the national service life insurance fund, 
which study may be of help to your subcommittee.” 

The Secretary of the Treasury informed the chairman by letter dated May 22, 
1950, on the same subject, in part, as follows: 

“In the absence of specific guides or directives by the Congress, there is, to 
my mind, only one position which can be justified with respect to interest rates 
paid by the Treasury on securities issued to the trust funds and not available 
to the public; that is the average cost to the Government of funds borrowed 
from the public * * *” 


* * ~ * * * * 


“It is possible that a situation might arise in which the operations of a trust 
fund would seem to require a higher return on investments than that provided 
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by the average rate of interest on funds borrowed from the public. In that 
event, the higher rate would be in the nature of a subsidy.” 


* * * * * * * 


“From every point of view, therefore, it is the considered opinion of the 
Treasury Department that the rate of interest on Federal securities issued to 
the trust funds should be the average rate paid on funds borrowed from the 
public. The adoption of this rate for trust fund issues would be in line with 
the principles which guide the Treasury at all times in the discharge of its 
responsibilities to the American people for prudent management of the Nation’s 
finances.” 

The report of the subcommittee, which was unanimously adopted as the re- 
port of the full committee and printed as House Report 2761 of the 81st Con- 
gress, contained the following finding : 

“The present rate of interest (3 percent) paid on invested national service 
life insurance funds is considerably in excess of the interest rate being paid 
by the United States Treasury is securing adequate sums required to fund and 
refund the debt obligation and current expenses of the Federal Government. 

“Payment of this liberal rate of interest is an ‘undisclosed subsidy’ to the na- 
tional service life insurance fund. 

“Continuation of payment by the Treasury Department of 3 percent interest 
on the National Service Life Insurance trust fund is of questionable justifi- 
cation.” 

Shortly thereafter the Congress enacted the Insurance Act of 1951, Public 
Law 23, approved April 25, 1951 (65 Stat. 37), in which it provided that the 
rate of interest to be paid on special obligations of the United States issued 
to the insurance fund created by the act shall be fixed by the Secretary of the 
Treasury at a rate not exceeding the average interest rate of all marketable obli- 
gations of the United States Treasury outstanding as of the end of the month 
preceding the date of issue. The average rate paid on the special issues in this 
fund was 1.982 percent at October 31, 1954, compared with an average rate 
of 2.231 percent at that date on all public issues, including nonmarketable as 
well as marketable obligations, and a rate of 3 percent paid on the special 
Treasury notes in the railroad retirement account. 


Self-sufficiency of the railroad retirement system 


The legislative history and the provision of the railroad retirement acts show 
that the railroad retirement system was intended to be self-supporting. That 
is to say, funds for payment of benefits and expenses were to be derived solely 
from contributions made by the carriers and their employees and from invest- 
ments of the contributed funds. Although the authority to assess taxes against 
the carriers and employees is contained in a separate act, the annual appropria- 
tions to the railroad retirement account to provide for the payment of annuities, 
pensions, death benefits, and expenses are based on the amount of the taxes col- 
lected. 

Certain provisions of the Railroad Retirement Act of 1937 have operated, how- 
ever, to make additional funds available to the railroad retirement system for 
the payment of benefits and expenses; amendments to the act have provided 
additional funds or transferred responsibility for payment of a part of the bene- 
fits to the social-security system, and provisions of law applicable generally 
to Government agencies authorize payment of expenses by other Government 
agencies that are incurred in behalf of the railroad retirement system. The effect 
of these laws has been to provide funds for the maintenance of the railroad 
retirement system at the expense of the Federal Government and the social- 
security system. 

Following are the ways in which the Federal Government and the social-secur- 
ity system have contributed to the maintenance of the railroad retirement system : 

1. The Railroad Retirement Board Appropriation Act, 1952, and succeeding 
annual appropriation acts have appropriated to the railroad retirement account 
for payment of annuities, pensions, death benefits, and expenses under the Rail- 
road Retirement Acts of 1935 and 1937, as amended, an amount equal to the 
taxes, less refunds, covered into the Treasury during the fiscal year under the 
Railroad Retirement Tax Act. Prior to the 1952 appropriation act, appropria- 
tions were based on estimates of the amount of taxes to be collected during the 
fiscal year, adjusted to take into account overappropriations or underappropria- 
tions in prior years arising from differences between the estimates and the actual 
tax collections. 
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Under the procedure in effect prior to 1952, the appropriated funds were in- 
vested in 3 percent special Treasury notes before the taxes were collected. Thus 
the railroad retirement account received more interest than it would have received 
had the appropriated funds been made available for investment when the taxes 
were collected. In addition, this procedure permitted the railroad retirement 
account to receive interest on overappropriations from the time the appropria- 
tions were made available until the overappropriations were adjusted. 

The recognition of the inequity of this procedure led to the change initiated 
with the appropriation for fiscal year 1952. In its report on the 1952 appropria- 
tion bill (H. Rept. 322, 82d Cong.), the House Committee on Appropriations 
stated that “it is through the advance appropriation procedure that the Board 
is in position, in effect, to invest at the outset of the fiscal year a substantial 
portion of the retirement taxes before they are collected. This results in unjust 
enrichment of the trust fund at the expense of the general taxpayer, because 
the Treasury pays interest on the funds advanced before those advancces are 
covered by tax collections.”” The committee further stated that “the change will 
result in an annual saving to the Treasury of approximately $4,500,000 which, 
under the present appropriation procedure, is the interest cost to the Treasury 
on advances to the trust fund (railroad retirement account) before the collection 
of equivalent taxes under the retirement tax act.” 

We estimate that the railroad retirement account received and nas been per- 
mitted to retain approximately $30 million more in interest than it would have 
received under the present procedure. 

2. The provision of law authorizing the Secretary of the Treasury to issue 
at par special obligations to the railroad retirement account bearing interest at 
3 perecent per annum has resulted in the railroad retirement system receiving 
from the Federal Government approximately $128 million more in interest than 
it would have received at rates comparable to those paid on moneys of the Federal 
old-age and survivors insuramce trust fund which are invested in Treasury 
bonds and Treasury special certificates of indebtedness. The special certificates 
issued to the insurance trust fund bear interest at the average rate borne by 
all interest-bearing obligations of the United States forming part of the public 
debt. 

3. Amendments to the Railroad Retirement Act of 1937 authorize appropria- 
tions to the railroad retirement account from the general fund of the United 
States Treasury for military-service credits. As of June 30, 1953, the Railroad 
Retirement Board had received approximately $324 million in appropriated funds 
and in accured interest thereon in excess of the estimated amount required to 
meet the related benefit payments. Under existing circumstances, these excess 
funds are available for the payment of benefits not arising from military 
service. 

4. The 1951 amendments to the Railroad Retirement Act of 1937 providing for 
correlation of the railroad retirement system and the social-security system re- 
sulted in transferring to the social-security system an estimated $5,915 million of 
the railroad retirement system’s unfunded accrued liability as of December 31, 
1950. Evaluated from the standpoint of the annual effect on the railroad re- 
tirement system, it is estimated that there will be an average annual net pay- 
ment of $29,500,000 from the social-security system to the railroad retirement 
system under the financial interchange arrangement whereby the social-security 
system will be liable to the railroad retirement account for the benefits which 
would have been payable under the Social Security Act and the railroad retire- 
ment system will be liable to the social-security system for the taxes that would 
have been paid under that system if railroad employment had been covered 
thereby. 

In addition, it is estimated that the railroad retirement system will be relieved 
of the payment of $89,500,000 annually by the provision under which the social- 
security system will assume responsibility for the payment of benefits to railroad 
employees who at time of retirement or death have less than 10 years of railroad 
service. In 1951 there were about 5,500,000 living persons who had some, but less 
than 10 years of railroad service. 

5. The Railroad Retirement Board has received an interest “windfall” of ap- 
proximately $36 million through June 30, 1953, in the financial interchange ar- 
rangement with the social-security system. 
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6. Under existing law, the Railroad Retirement Board is not required to pay 
the cost of the following services furnished by other agencies of the Government 
free of charge: 


(a) Cost of the Government’s contribution to the civil service retirement 
and disability fund applicable to the Board’s employees, estimated at $508,755 
for fiscal year 1953. 

(b) Cost of 67,098 square feet of Government-furnished space with a rental 
value of $100,647 a year at $1.50 a square foot. 

(c) Cost of collection of taxes under the Railroad Retirement Tax Act by 
the Internal Revenue Service. 


Results of operations 


Revenues and expenditures.—Revenues and expenditures for the years ended 
June 30, 1953 and 1052, are shown in exhibit 1 of the railroad retirement system 
financial statements. 

Benefit payments and number of beneficiaries.—Benefit payments increased 17 
percent and the number of beneficiaries increased 7 percent in the year ended 
June 30, 1953, compared with the preceding fiscal year. Statistics on benefit pay- 
ments and beneficiaries are shown below: 











1953 1952 
| ian — a - 
| 
Beneficiaries Benefit | Beneficiaries| Benefit 
payments | payments 
Retirement: 
Employees’ annuities. ...................-- 7, 174 | $319, 575, 065 284,554 | $290, 059, 808 
RE ee 103, 018 40, 943, 417 85, 034 | 23, 184, 381 
Sci dnt bithnaisbonines-sveniinnhntwoas 5, 691 4, 830, 579 6, 945 5, 662, 585 
405, 883 365, 349, 061 376, 533 | 318, 906, 77 
Survivor: hie ae ee eet, -y err 
gS ene 173, 422 79, 219, 698 164, 130 62, 331, 651 
Lump-sum death benefits................_- 36, 964 15, 827, 801 34, 125 | 12, 914, 373 
210, 386 95, 047, 499 198, 255 | 75, 246, 024 
Re ka 616, 269 | 460,396,560 | 574,788 | 394, 152, 798 





The increase in benefit payments and in number of beneficiaries resulted pri- 
marily from the 1951 amendments to the Railroad Retirement Act which were en- 
acted during the fiscal year 1952 and the 1952 amendments to the Social Security 
Act during fiscal year 1953. These amendments provided (1) substantially higher 
level of benefit payments during all of fiscal year 1953, compared with only 8 
months in fiscal year 1952 (in the case of wives’ annuities, none were payable 
before November 1951), and (2) an upward adjustment as of September 1952 
in approximately 100,000 retirement and monthly survivor benefits to which the 
social-security minimum guaranty applied. In addition, there is a continual in- 
crease in the number of monthly benefits in current payment status. 

The greatest activity under the liberalized provisions of the Railroad Retire- 
ment Act, aside from the increases made in the monthly benefits to annuitants 
already on the rolls, was the awarding of spouses’ benefits. From November 1, 
1951, when the provision for spouses’ benefits became effective, until June 30, 
1953, a total of 107,903 were awarded, of which 91,286 were still in effect at the 
latter date. 

The tables below, which have been prepared from June 1953 and June 1952 
statistical summaries compiled by the Board, compare the number of beneficiaries 
receiving monthly benefits on June 30, 1953, with the number receiving benefits on 
June 30, 1952, the amounts of benefits being paid, and the average monthly 
amounts of benefits on those dates. 








i 
| 
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Comparison of number of beneficiaries receiving monthly benefits on June 30, 
1953, with the number receiving benefits on June 30, 1952 




















| | 
Increase or | Percent of 
1953 1952 decrease (—) | increase or 
decrease (—) 
| 
Retirement: 
Employees’ annuities. ____- , 74, 449 262, 596 11, 853 | 4.51 
pg See er cne eet cee | 91, 286 80, 559 10, 727 13. 32 
NN i id sealed sie Da ces gulag eis tant 4, 735 5, 737 —1, 002 —17. 46 
Survivor: 
Aged widows’ annuities ‘ or 96, 520 88, 546 7,974 9.01 
Widowed mothers’ annuities_..._-..--.---- | 12, 504 12, 861 —357 —2.78 
Children’s annuities - -_ _ SRP, 46, 165 47, 228 | — 1,063 —2. 25 
Parents’ annuities___- 1, 083 1, 085 | —! —.18 
Option annuities__....................-- 4, 384 4, 481 | —97 | —2. 16 
| 1 
Total....-. ; a cetesadenee as 531, 126 | 503, 093 28, 033 | 5. 57 





Comparison of amount of monthly benefits being paid on June 30, 1953, with the 
benefits being paid on June 30, 1952 


Retirement: 
Employees’ annuities 
Spouses’ annuities 
Pensions. - 
Survivor: 
Aged widows’ annuities 
Widowed mothers’ annuities 
Children’s annuities 
Parents’ annuities 
Option annuities 


Total wn ee 


$26, 266, 798 | 


$25, 034, 679 


Increase or 
decrease (—) 


$1, 232, 119 


Percent of 
increase or 
decrease (—) 


4. 92 





3,316,827 | 2, 983, 046 333, 781 11.19 
375, 441 | 460, 516 | —85, 075 —18. 47 

4, 129, 810 3, 559, 104 | 570, 706 | 16.03 
642, 943 | 571, 239 71, 704 | 12. 55 

1, 533, 337 1, 353, 262 180, 075 13. 31 
45, 320 | 38, 595 6, 725 17. 42 

200, 145 204, 959 —4.814 —2.35 

36, 510,621 | 34, 205, 400 2, 305, 221 6.73 


Comparison of average monthly amount of benefits being paid on June 30, 1953, 
with the average monthly amount of benefits being paid on June 30, 1952 


Retirement: 
Employees’ annuities - 
Spouses’ annuities 
Pensions 

Survivor: 
Aged widows’ annuities 
Widowed mothers’ annuities 
Children’s annuities 
Parents’ annuities 
Option annuities 


1953 


$95. 7 


33. 
45. 65 | 


1952 


95. 34 


7. 03 


7 


4) 


19 | 
42 | 


. 65 


74 | 


Increase or 
decrease (—) 


oes 
222 


| 
z 


BAILROAD UNEMPLOYMENT INSURANCE SYSTEM 


Establishment 


Percent of 
increase or 
decrease (—) 


$0. 39 
—1.89 
—1.22 


6. 47 
15. 76 
15. 92 
17. 66 
-—.19 


The railroad unemployment insurance system was established by the Railroad 


Unemployment Insurance Act, approved June 25, 1938 (45 U. S. C. 351). 


The 


Railroad Unemployment Insurance Act, as extended and amended, provides for 
payments of unemployment, sickness, and maternity benefits to qualifying rail- 


road workers. 
Sources of funds 


A. Employers’ contributions.—The railroad unemployment insurance system 
receives contributions from employers up to 3 percent on each employee’s earn- 
ings not in excess of $300 for any calendar month. No contributions are made 


by the employees. 


93396—57——_ 40 
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The contribution rate is on a sliding scale, ranging from 0.5 percent to 3 percent, 
depending on the balance in the railroad unemployment insurance account. The 
rate was 3 percent prior to January 1, 1948, but has been 0.5 percent since then. 

The contributions are collected directly by the Board from the employers. A 
portion of the contributions equal to 0.2 percent of the earnings on which con- 
tributions are payable are deposited with the Secretary of the Treasury to the 
credit of the railroad unemployment insurance administration fund and the 
remainder is deposited with the Secretary of the Treasury to the credit of the 
railroad unemployment insurance account. 

All moneys credited to the railroad unemployment insurance account are 
permanently appropriated to the Board for the payment of benefits and refunds 
under the act. All moneys credited to the railroad unemployment insurance 
administration fund are permanently appropriated to the Board for the payment 
of any expenses necessary or incidental to the administration of the act. The 
balance in the railroad unemployment insurance administration fund in excess 
of $6 million as of June 30 of each year must be transferred to the railroad un- 
employment insurance account as of such date. 

B. Interest on investments.—The Railroad Unemployment Insurance Act 
directs the Secretary of the Treasury to maintain in the unemployment trust 
fund established pursuant to the Social Security Act (42 U. 8. C. 1104) an account 
to be known as the railroad unemployment insurance account. The unemploy- 
ment trust fund includes all moneys deposited by a State agency from a State 
unemployment fund or by the Railroad Retirement Board to the credit of the 
railroad unemployment insurance account, or deposited pursuant to appropri- 
ations to the Federal unemployment account. 

Moneys in the unemployment trust fund are to be invested in interest-bearing 
obligations of the United States or in obligations guaranteed as to both principal 
and interest by the United States. They are invested in Treasury bonds and in 
Treasury special certificates of indebtedness. The special obligations bear in- 
terest at a rate equal to the average rate of interest at the end of the calendar 
month next proceding their date of issue borne by all interest-bearing obligations 
of the United States then forming part of the public debt, adjusted to a multiple 
of one-eighth of 1 percent. A proportionate part of the earnings of the unemploy- 
ment trust fund is credited periodically to each account in the fund. 

The balance in the railroad unemployment insurance account in the unemploy- 
ment trust fund was $686,796,954 at June 30, 1953. Interest income of the rail- 
road unemployment insurance account amounted to $16,446,358 in fiascal year 
1953. Moneys in this account are subject to withdrawal for payment of benefits 
and refunds upon certification by the Railroad Retirement Board. 





Correlation with the social security system 

Under the provisions of the Railroad Unemployment Insurance Act, employers’ 
contributions based upon railroad employees’ earnings subsequent to June 30, 
1939, are made to the Railroad Retirement Board. Subsequent to passage of 
this act, the excess of unemployment insurance taxes collected by the States with 
respect to railroad employment before July 1, 1939, over unemployment benefits 
paid on the basis of such employment, was transferred from the various State 
unemployment funds to the railroad unemployment insurance account. The 
amount of such transfer, less tax refunds, was $102,611,505. 

When an employee formerly covered by a State unemployment insurance act 
becomes a railroad employee, he becomes eligible for benefits under the Rail- 
road Unemployment Insurance Act without forfeiting his right to benefits under 
the State act. He cannot receive benefits under both acts concurrently, but he 
can, if he meets the eligibility requirements of the respective acts, apply first 
to whichever of the two systems will yield the greater initial benefit. 


Results of operations 


Revenues and expenditures, Railroad wnemployment insurance account.— 
Revenues and expenditures in the railroad unemployment insurance account for 
the years ended June 30, 1953 and 1952, are shown in exhibit 1 of the railroad 
unemployment insurance system’s financial statements. 

Expenditures in the railroad unemployment insurance account exceeded reve- 
nues in 1953 and in 1952. The excess was $60,908,431 in 1953 and $12,324,194 
in 1952. No inerease in employers’ contributions is contemplated in the next 
few years, however, inasmuch as the Railroad Unemployment Insurance Act 
(45 U. 8. C. 858 (a) 2) provides that the rate of contribution shall continue at 
the present rate unless the balance to the credit of the Railroad Unemployment 
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Insurance Account, which was in excess of $650 million at June 30, 1953, is less 
than $450 million. 

Revenues and expenditures, railroad unemployment insurance administration 
fund.—Revenues and expenditures in the railroad unemployment insuraance 
administration fund for the years ended June 30, 1953 and 1952, are shown in 
exhibit 2. Receipts of $10,020,336 and $10,279,019 from employers’ contribu- 
tions were allocated to the administration fund in fiscal years 1953 and 1952, 
respectively. Administrative expenses amounted to $5,821,870 and $5,413,320 
for those years. 

The balance in the administration fund at June 30, 1953, was $10,243,629. 
The amount of $4,243,629, representing the amount in the fund in excess of $6 
million at June 30, 1953, was transferred to the railroad unemployment insurance 
account as required by law. This transfer was made in July 1953. The excess 
balance at June 30, 1952, transferred in fiscal year 1953, amounted to $4,864,976. 

The experience of the past few years has indicated that it is not necessary 
to retain as much as $6 million in this fund. Current receipts are almost twice 
as much as current expenditures. The balance in the fund, which is non-interest- 
bearing, is usually in excess of $10 million. 

Benefit payments.—Benefit payments in fiscal years 1953 and 1952 are com- 
pared in the following tables. 


Unemploy- Sickness Maternity Combined 
ment 
Total amount of benefit payments: 
1952 $22, 673, 940 $23, 830, 950 $2, 034, 565 $48, 539, 455 
1953 53, 762, 144 40, 635, 028 2, 858, 593 97, 255, 765 
Increase 31, 088, 204 16, 804, 078 824, 028 48, 716, 310 
Percentage of increase 137.11 70. 51 40. 50 100. 36 
Number of benefit payments: 
1952 $816, 408 $639, 163 $34, 325 $1, 489, 896 
1953 1, 193, 429 750, 689 35, 424 1, 979, 542 
Increase 377, 021 111, 526 1,099 489, 646 
Percentage of increase | 46.18 17. 45 3. 20 32. 86 
Average benefit payments: “aren 
1952 % $27.77 $37. 28 $59. 27 $32. 58 
1953 45.05 54.13 80. 70 49.13 
Increase ‘ ‘ icine 17. 28 $16. 85 $21. 43 $16. 55 
Percentage of increase | 62. 23 45. 20 36. 16 50. 80 
Beneficiaries: 
1952 ‘ : 157, 982 | 136, 334 3, 832 298, 148 
1953 . 223, 253 153, 060 4, 230 380, 543 
Increase : 65, 271 16, 726 398 82, 395 
Percentage of increase - -- 41. 32 12. 27 | 10. 39 27. 64 


| 


' 


Unemployment and sickness benefits paid during fiscal year 1953 were sub- 
stantially more than the amount paid in the previous fiscal year. One impor- 
tant reason for the increase was the higher benefit rates which became payable 
on July 1, 1952. In addition, the number of beneficiaries increased mainly be- 
cause of increased unemployment during, and immediately following, a strike in 
the steel mills and iron-ore mines. 


SCOPE OF AUDIT 


Our audit of the Railroad Retirement Board for fiscal year 1953 included: 

1. A review of the basic laws (including the pertinent legislative history ) 
authorizing the activities carried on by the Railroad Retirement Board to 
ascertain the purpose of the activities and their intended scope. 

2. An analysis of the policies adopted by the Board in furtherance of its 

activities to determine conformance with basic legislation. 

3. A review of procedures followed to determine their adequacy and effec- 
tiveness. 

4. An examination of the accounting records and financial transactions to 
the extent deemed necessary in the circumstances with due regard to the 
effectiveness of the system of internal control. The examinations were con- 
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ducted at the headquarters office in Chicago, at each of the regional offices, 
and at selected field offices. 

The financial statements in this report, which were prepared from the books 
of account of the Railroad Retirement Board, do not adequately reflect the con- 
dition as of the end of the fiscal year of the funds administered by the Board 
or the results of operations for the year, because transactions of material import 
are either not recorded on the books of account or are reported in a fiscal year 
other than that to which they apply. Pertinent facts that must be considered in 
determining the financial condition and the results of operations of the railroad 
retirement system and the railroad unemployment insurance system are con- 
tained throughout this report and in the notes to financial statements. 

During the audit the Railroad Retirement Board cooperated fully in making 


available for our review such documents and data as we considered necessary 
for our examination. 


RAILROAD RETIREMENT SYSTEM FINANCIAL STATEMENTS 


Exursit 1.—Statement of changes in the railroad retirement account, years 
ended June 30, 1953, and 1952 





| 
1953 1952 
a ee aa 
Balance, beginning of year__...._-.-_.--- | $2, 868, 968,754 | $2, 419, 261, 626 
Revenues: | 
Taxes, interest, and penalties__-____ ‘ ikidehiaie | 622, 223, 580 737, 662, 028 
Interest on investments-.-...--.- bavgueade ae | 89, 205, 185 78, 889, 299 
Military service appropriation_- s | 33, 000, 000 | 33, 000, 000 
‘Transfer from funds for pay ment of salaries and expenses - : 129, 839 | 719, 407 
Total revenues. ---- eh bid eee: lk) nn | 850, 270, 734 
Expenditures: 
Benefit payments. -_---- 460, 396, 560 394, 152, 798 
Transfers to fund for payment of salaries and e xpenses- ‘ 6, 207, 000 6, 410, 808 
Total expenditures. --........------ sesen 466, 603, 560 400, 563, 606 
Excess of revenues over expenditures___................------.-- : 278, 045, 044 449, 707, 128 
Balance, end of year- Shahaieaptee : : 3, 147, 013, 798 2, 868, 968, 754 
Represented by: 
Cash with disbursing officers - - . Roecininiotarnsad pamedee 3, 467, 712 5, 276, 532 
Investments: 
3 percent special U. S. Treasury notes at par___.. ; --| 3,127,803, 000 2, 863, 144, 000 
344 percent U.S. Treasury bonds (1978-83) _.....___- = 15, 000, 000 
Appropriated funds with U. 8. Treasury_......-___- irises Sis 13, 939 52, 195 
Benefit overpayments rece sivable._. .- ‘ a teeahadieelpiie aise 694, 501 496, 027 
Accrued interest receivable-- Ea ati auehiaack a ibed nen 34, 646 
i iD, 2 ccncamtetebnaengenmmagundd hehinedai 3, 147, 013, 798 2 868, 968, 754 


Exureir 2.—Statement of changes in the fund for the payment of salaries and 
expenses applicable to the railroad retirement system, year ended June 30, 1953 


I, RI EE FOI iit i icine ac etibkind bce new eciodennmnewu $93, 018 
Additions : 

Appropriations for fiscal year 1953_-__-----------_----~- $6, 207, 000 

Adjustment of prior years’ expenditures__.._.._-_...._--_~ 74, 264 6, 281, 264 


a Sk OES 
Deductions : 


Expenditures for fiscal year 1953 (schedule 1)_------~_~~ $6, 146, 684 
Transfers of unused appropriations, prior years, to railroad 
DOCINGIROIE | COCO ts os eesti eee oe nnn 129,839 6, 276,523 


rr rs 1 cio. ae 0 daaieshmpeneonnussacenaiemernnerem>amibenarssatarmvenal 97, 759 
Represented by: 
Cash with disbursing iii shdh dete btha db ulainsinebnsts aiid «i $518, 181 
I ad cairiclaniieeicetnsermengsatnniienieenmenenaineibeminapemaetp kt 256 
ae aR a ah his lak tlh ebeien tei bseten ales 518, 437 


Bees Weeiaated Cneations.. on... cnc ss. 420,678 97, 759 
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SCHEDULE 1.—Salaries and expenses applicable to the railroad retirement 
system, years ended June 30, 1953, and 1952 

















1953 1952 
Sa alae Le hvudstated tewsl detmde ewe daleckbueelheoel $5, 028, 781 $5, 122, 944 
Expenses: 

Services by U. 8. Treasury. ee eee ee ee 351, 960 375, 522 
Maintenance of buildings and equipment. : ates wewa ‘ 226, 903 200, 095 
Rent of buildings and equipment_ eee asbees gobo has indie ‘ 129, 077 121, 876 

at a I a a 149, 135 | 153, 373 
Supplies and materials : te LL EI NC ee eens f : 62, 002 86, 890 
WN ON Soot heb e et i eta es a af Sees : FAs 56, 161 | 61, 288 
Telephone, telegr: aph, and teletype. - 8 455 eS ok St pale ed 39, 911 37, 146 
Printing and reproduction___________- ss Sa Be 33, 139 37, 326 
Verification fees, SSA : etna ee Wea rey ~ 21, 001 | 23, 380 
Equipment. . ; 5 EO seek 17, 320 75, 854 
FICA taxes___. cein + 5 gre. & FS a Be eee poe 10, 755 7, 624 
Freight and express, etc sie : silage adh ntiincetint tay 7, 738 8, 001 
Postage___- Naar seal As ae ors eee 6, 551 11, 417 
Lease expense, GSA <3 Si iedis week oF Ee ee 2, 020 | 3, 576 
Miscellaneous. - 5 och. sire teers poe oe pkaht oat 4, 230 | 4, 784 

NN no Fo arn sian cdc eee de Te oe ee A 117, 903 1, 208, 152 
Total salaries and expenses. ._............___...__. ae oe eas ". 146, 684 | 6, 331, 096 


NOTES TO FINANCIAL STATEMENTS 


1. The foregoing financial statements applicable to the railroad retirement 
System were prepared from the books of account of the Railroad Retirement 
Board and, although not identical with statements published by the Board, are 
based on the same account balances. 

2. The financial statements do not show the Board’s estimated liability for 
future benefit payments to beneficiaries now on the rolls or to those who may 
subsequently become eligible, nor, conversely, do they show that portion of the 
estimated liability that will be borne by the social security system. 

3. The financial statements do not show the amount, determined pursuant to 
the act of October 30, 1951 (65 Stat. 688), which would place the Federal old- 
age and survivors insurance trust fund in the same position in which it would 
have been if service as an employee after December 31, 1936, had been included 
in the term “employment” as defined in the Social Security Act and in the Fed- 
eral Insurance Contributions Act, This amount was determined to be $448,200,000 
as of June 30, 1952. 

This amount is to be reduced at the end of any year in which the benefits to 
be assumed by the social security system exceed the taxes to be credited to the 
Iederal old-age and survivors insurance trust fund for that year. If the taxes 
exceed the benefits in any year, a payment is to be made from the railroad retire- 
ment account to the trust fund. Inasmuch as the benefits to be assumed by the 
social security system during fiscal year 1953 exceeded the taxes to be credited to 
the trust fund for that year by $63,700,000, the Board’s liability to the trust 
fund was reduced to $424,500,000 as of June 30, 1953 

4. The financial statements do not show the Board’s liability to the Federal 
old-age and survivors insurance trust fund for interest payable as a result of the 
financial interchange arrangement. This liability was $11,595,000 as of June 
30, 1953. 

The balance shown in the railroad retirement account as of June 30, 1953, 
does not include $34,852,000 appropriated for fiscal year 1954 in the Railroad 
Retirement Board Appropriation Act, 1950 (63 Stat. 297). These funds were 
appropriated pursuant to the Railroad Retirement Act which authorizes to be 
appropriated to the railroad retirement account for each fiscal year, beginning 
with the fiscal year ending June 30, 1941, (1) an amount sufficient to meet the 
additional cost of crediting military service rendered before January 1, 1937, 
and (2) the amount of additional taxes on employers and employees which 
would have been pay’ ible for the preceding fiscal year for military service after 
December 31, 1936. The amounts appropriated by the 1950 act were based on an 
estimate of the sania’ due for military service credits as of June 30, 1948. 

The Board has estimated that it is entitled to an additional $59,200,000 at 
June 30, 1953, as a result of military service credits. 
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6. Taxes levied by the Railroad Retirement Tax Act are collected by the 
Internal Revenue Service and deposited in the general funds of the United 
States Treasury. An equal amount is then transferred to the railroad retire- 
ment account. Taxes received after June 30, 1953, representing taxes for the 
month of June 1953, estimated at $58 million, are not included in the balance 
shown in the railroad retirement account as of June 30, 1953. 

7. The amount of $694,501 recorded as benefit overpayments receivable at 
June 30, 1953, does not represent the actual amount due to the Board because 
certain overpayments are not formally established as accounts receivable when 
it is apparent that immediate recovery will be made. 

8. Disbursements of approximately $400,000 for retirement benefits made be- 
fore July 1, 1952, were recorded in fiscal year 1953, and disbursements of approx- 
imately $350,000 made before July 1, 1953, were recorded in fiscal year 1954. 

9. In comparing the revenues of the railroad retirement account for the fiscal 
years 1953 and 1952, it should be borne in mind that revenues in 1952 include 
14 months’ tax collections instead of 12, and that the combined tax rate was 
increased from 12 to 12.5 percent, effective January 1, 1952. The taxes collected 
for the two additional months in 1952 amounted to approximately $150 million. 
The additional 2 months’ taxes were credited to the railroad retirement account 
in fiscal year 1952 as the result of a change from a quarterly to a monthly basis 
in making tax collections. 


RAILROAD UNEMPLOYMENT INSURANCE SYSTEM FINANCIAL STATEMENTS 


EXHIBIT 1.—Statement of changes in the railroad unemployment insurance 
account, years ended June 30, 1953, and 1952 











1953 1952 

Balance, beginning of year _..--------| $753, 830,058 | $766, 154, 252 

. | 

Revenues: 
Contributions from employers | 15,034,640 | 15, 408, 802 
Interest on investments bates ‘ Phiwbine | 16, 446, 358 16, 431, 636 
Fines and penalties bs ; : 1, 429 | 3, 980 
Transfers from railroad unemploy ment insurance administration fund | 4, 864, 976 4, 371, 270 
ee DOUG Jo ids cid. hone dautdatbead é ; 36, 347, 403 | 36, 215, 688 

Expenditures: | | 

Benefit payments: | | 
Unemployment insurance __ ee os a ta 53, 762, 144 22, 673, 940 
Sickness insurance 7 40, 635,027 | 23, 830, 950 
Maternity e 2, 858, 593 2, 034, 545 
Reimbursements to States for benefit payments - - | 30 | —35 

State tax refunds__ ‘a os : ; 40) 

Interest on refunds of contributions..._-_-._--.-- sacn 492 
Total expenditures__-_____- ; 97, 255, 834 48, 539, 882 

= 
Excess of expenditures over revenues. - . ro ‘on gente 60, 908, 431 | 12, $24, 194 

I 

Balance, end of year_..............---- setae | 692,921,627 | 753, 830, 058 
= 

Represented by: j 
Cash with disbursing officers- . Sansiataidiee 1, 575, 665 | 1, 062, 141 

| 
Deposit with unemployment trust fund _- | 686,796,954 | 748, 294,931 
Accrued interest receivable _ j --| 3, 970, 000 | 4, 040, 000 
Benefit overpayments and miscellane ous accounts receivable 579, 008 432, 986 
692. 921. 627 753, 830, 058 
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Exuisit 2 


administration fund, year ended June 30, 1953 


Balance, beginning of year 
Additions: 
Contributions from employers...—_.-...-................. 
Adjustments of prior years’ expenditures__.__.___----~_ 


Deductions : 
Salaries and expenses (schedule 1)_------_--------_~--~ 
Transfer to the railroad unemployment insurance account 


$10, 020, 336 
45, 163 





5, 821, 870 
4, 864, 976 


Se ees creeper ae pains eee acmuioeroafureenbinabmierinmes 
Represented by: 
ek nt a CG ci casasb an unimenebiansnanigat $8, 507, 203 
a a ee ee eee 2, 093, 855 
I WI Go, aaa, Spitata ds crcctlinn st ebaicsaianipeaioniewnnbomuen stats eked 2, 371 
ES TOG oc oie cerceneeasentousineees 1, 342 





OSPR GHEGURERtDE CRIIIRIIUNR nk ns oh oi ee 


10, 604, 771 
361.142 10, 243, 629 
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2.—Statement of changes in the railroad unemployment insurance 


$10, 864, 976 


10, 065, 499 
20, 930, 475 


10, 686, 846 
10, 243, 629 











ScHEDULE 1.—Salaries of expenses applicable to the railroad unemployment 
insurance system, years ended June 30, 1953 and 1952 


1953 


Salaries 


Expenses: 
Claim agents’ fees 


2, 243 


651, 660 
Travel 203, 937 
Services by U.S. Treasury _- 179, 587 
Rent of building and equipment 159, 154 
Maintenance of buildings and equipment 108, 206 
Telephone, telegraph, and teletype 68, 556 
Supplies and materials 56, 045 
Printing and reproduction 25, 199 
Medical fees 34, 122 | 
Equipment 23, 518 
Freight and express, etc 12, 968 
Verification fees—SS A 8, 761 
FICA taxes 7, 155 | 
Postage | 4, 894 
Lease expense—GSA ___. | 2, 020 | 
Miscellaneous 3, 845 


Total expenses 


Total salaries and expenses 


- puinewwitngs “ | 1, 549, 627 


rad 


21, 870 


1952 


$4, 032, 167 


456, 740 
195, 445 
158, 449 
182, 653 








28, 376 
33, 690 
12, 619 
10, 173 
3, 853 
16, 670 
3, 576 
3, 365 


1, 381, 153 


5, 413, 320 
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ScHEDULE 2.—Salaries and expenses of the regional officers, year ended June 











30, 1958 
| | 
| Regional Field serv- | Total 
\office division} ice division | 
| | 
Ne inisnanencice <ctine se es ES te hiss ukid b maidithie ako $225, 562 $398, 600 $624, 162 
I ce A EE AERATED RCE Ia GOMER AGE S 405, 793 649, 304 1, 055, 097 
Cee. . .2. ie eo eaieores s GPK. 288, 104 357, 837 645, 941 
Mick, Bees va bas ES TRS dees eee “| 252, 547 361, 907 614, 454 
RES ee eee sikabiills Sipaits etl 125, 218 246, 614 371, 832 
ee ac ok fee ee ctl mea 167, 460 342, 502 | 509, 962 
DED. sc nrpwcetnk cawadeeecntes sttecteas are ‘big 113, 055 222, 255 | 335, 310 
Nee ee oe aaibeeatoele ~ 119, 539 199, 727 | 319, 266 
San Francisco____- i ee habs Se ee 178, 227 296, 145 474, 372 
IER «8 9 A eee ee ee eee | 1, 875, 505 3, 074, 891 | 4, 950, 396 





Note.—These salaries and expenses, together with the salaries and expenses of the headquarters offices 
in Chicago, were charged directly to or apportioned between the railroad retirement system and the rail- 
road unemployment insurance system as follows: 








| 
| Railroad | Railroad un- 
retirement | employment Total 
system insurance 
system 
Salaries and expenses: 
Headquarters offices. ______- scene $4, 824, 106 2, 194, 052 7,018, 158 
Regional offices - 1, 322, 578 3, 627, 818 4, 950, 396 
Total__ ‘ | 6, 146, 684 5, 821, 870 11, 968, 554 


i 
| 


NOTES TO FINANCIAL STATEMENTS 


1. The foregoing financial statements applicable to the railroad unemployment 
insurance system were prepared from the books of account of the Railroad Retire- 
ment Board and, although not identical with statements published by the Board, 
are based on the same account balances. 

2. Employers’ contributions of approximately $6 million for the quarter ended 
June 30, 1952, were received and recorded in fiscal year 1953 and credited to 
the railroad unemployment insurance account and the railroad unemployment 
insurance administration fund in the approximate amounts of $3,600,000 and 
$2,400,000 respectively. 

Employers’ contributions of approximately $6,350,000 for the quarter ended 
June 30, 1953, were received and recorded in fiscal year 1954 and credited to 
the railroad unemployment insurance account and the railroad unemployment 
insurance administration fund in the approximate amounts of $3,810,000 and 


$2,540,000, respectively. 

3. The amount of $4,248,629 representing the amount in the railroad unem- 
ployment insurance administration fund at June 30, 1953, in excess of $6 million 
is required by law to be transferred to the railroad unemployment insurance 
account as of June 30, 1953. The actual transfer was made in July 1953 and 
recorded in the accounts at that time. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Wushington, April 26, 1957. 
Hon. Sam RAYBURN, 
Speaker of the House of Representatives. 

Deak Mr. SPEAKER: Herewith is our report on significant financial aspects 
of the Railroad Retirement Board, December 1956. The report contains infor- 
mation and recommendations concerning the actuarial condition of the railroad 
retirement account and the excessive appropriations and interest expense borne 
by the Federal Government. 

The draft of this report was submitted to the Railroad Retirement Board 
for review and comment. The Board made reply by letter dated April 19, 1957, 
expressing agreement with the recommendations regarding the actuarial condi- 
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tion of the railroad retirement account and disagreement with the other 
recommendations. 
A copy of this report is being sent today to the President of the Senate. 
Sincerely yours, 
JOSEPH CAMPBELL, 


Comptroller General of the United States. 
Enclosure. 


REPORT ON SIGNIFICANT FINANCIAL ASPECTS OF THE RAILROAD RETIREMENT BOARD, 
DECEMBER 1956 


As a result of our examination and audits of the Railroad Retirement Board, 
pursuant to the provisions of the Budget and Accounting Act, 1921 (31 U.S. C, 
53), and the Accounting and Auditing Act of 1950 (31 U. S. C. 67), we call atten- 
tion to the present insufficiency of the railroad retirement account to meet all 
benefits provided by the Railroad Retirement Act of 1937, as amended (45 U.S. C. 
228a). The actuarial deficit at December 31, 1953, as calculated by the Board, 
was $2.8 billion and would have been $13.2 billion except that excessive appro- 
priations have been provided by the Federal Government and a substantial lia- 
bility was shifted to the social-security system. The Board has estimated that 
a liability of approximately $9.8 billion was transferred to the Federal old-age 
and survivors insurance trust fund in the financial-interchange arrangement 
with the social-security system, authorized by the Congress in the 1951 amend- 
ments to the Railroad Retirement Act. In addition, the railroad retirement 
system has benefited by appropriations for military service being excessive by 
$355 million and by interest allowances being excessive by $217 million. 

This report contains information and recommendations concerning the actuar- 
ial condition of the raliroad retirement account and the excessive appropriations 
and interest expense borne by the Federal Government. 


Actuarial condition of the railroad retirement account 


The Railroad Retirement Act of 1937 required the Board to make, at intervals 
not exceeding 3 years, an estimate of the liabilities created under the railroad 
retirement acts and provides for the appointment of an Actuarial Advisory Com- 
mittee which shall examine the actuarial reports and estimatas made by the 
Board with authority to recommend to the Board such changes in actuarial 
methods as it may deem necessary. A report in May 1956 of the sixth actuarial 
valuation of the railroad retirement account, together with a statement of the 
Actuarial Advisory Committee, prepared in accordance with these requirements, 
is included in the Board’s annual report for 1955. We did not evaluate the 
actuarial condition of the railroad retirement account. 

Actuarial deficit 

The actuarial deficit (unfunded liabilities), as estimated by the Board, has in- 
creased steadily from $3.4 billion at the end of 1938 to $12.6 billion at December 
31, 1953, before considering the effect of the financial-interchange arrangement 
with the social-security system. The Board has estimated that $9.8 billion of 
liability at December 31, 1953, was transferred to the social-security system by 
this arrangement, leaving an actuarial deficit of $2.8 billion to be borne by the 
railroad retirement system. This takes into account, according to the Board, 
future receipts and benefits to former and present employees, as well as future 
entrants, and funds on hand at December 31, 1953, of $3.3 billion. 

Deficiency in payroll-taz rate 

According to the Actuarial Advisory Committee, the sixth actuarial valuation 
report concludes that, as of December 31, 1953, the going tax rate of 12.5 percent 
of taxable payrolls does not equal the net level cost of the system and is deficient 
by 1.68 percent, resulting in unfunded liabilities increasing at a rate in excess of 
$86 million a year; a tax rate of 14.13 percent would be required to finance the 
system indefinitely without any increase or decrease in the existing level of un- 
funded accrued liabilities and without any change in benefit levels. These figures 
from the sixth actuarial valuation take into consideration the 1954 and 1955 
amendments to the Railroad Retirement Act and to the Social Security Act, but 
do not reflect the 1956 amendments to the Railroad Retirement Act which in- 
creased benefit rates without increasing revenues. During congressional con- 
sideration of the proposed 1956 amendments to the Railroad Retirement Act, the 
Congress was furnished information by the Board that the proposed general 10- 
percent increase in benefits would be equal to 1.57 percent of taxable payroll. 
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Those proposed amendments became law (Public Law 1013) and, accordingly, 
the level premium cost shown in the sixth actuarial report should be increased 
to reflect current law; the revised tax rate after enactment of the 1956 amend- 
ments should be approximately 15.7 percent of taxable payrolls merely to keep 
the deficit from growing larger. 

Recommendations 


On the premises that the presently existing actuarial deficit of the railroad 
retirement system should not increase and the system should be maintained on 
a self-supporting basis, we recommend that (1) the present tax rate be adjusted 
upward to a level approximating the present annual level costs of benefits, and 
(2) any future upward revisions in benefits payable be accompanied by a cor- 
responding upward revision in the tax rates. The Railroad Retirement Board 
has informed us that it is in agreement with these recommendations. 


APPROPRIATIONS FOR MILITARY-SERVICE CREDITS FROM THE GENERAL 
UNITED STATES TREASURY 


FUND OF THE 


Current law generally provides a credit of $160 a month by the railroad re- 
tirement system for each month that railroad workers are in military service. 
Such credit was provided without cost to the railroad worker for the period from 
September 8, 1939, through December 31, 1956, and substantially without cost 
after December 1956. However, the law (45 U. S. C. 228c-1 (n)) authorizes 
Federal appropriations to the railroad retirement account, for all such military- 
service credits, on the basis of railroad payroll-tax rates in effect during the 
period of military service (after 1956 there has been a deduction for rlated 
social-security taxes). Application of the tax rates, which have gradually in- 
creased from 6 to 12% percent, results in a payment by the Government of $115 
to $240 for each year that a railroad worker is in military service ebtween Sep- 
tember 8, 1939, and December 31, 1956, inclusive, and $240 for each year, less 
related social-security taxes, for military service after December 31, 1956, 
because of the amendments made in 1956 (Public Law 881, 84th Cong.). 

The Board has received in appropriated funds and accrued interest thereon 
approximately $355 million more than was required as of June 30, 1956, to meet 
the cost of crediting military service projected from a rough estimate prepared 
by the Board as of June 30, 1953. The 1951 amendments to the Railroad Retire- 
ment Act (65 Stat. 683) transferred from the Board to the social-security sys- 
tem the responsibility for paying a large portion of the benefits arising from 
military service without reducing or requiring any transfer of the appropriations 
received by the Board for the military-service credits. Public Law 881, 84th 
Congress, partially corrected the situation with respect to military service ren- 
dered after December 31, 1956, by providing a reduction in the appropriation to 
the Railroad Retirement Board for related social-security taxes on the service- 
men’s base pay. However, the Board continues to be entitled to appropriations 
after December 31, 1956, greatl¥ in excess of those required to meet the cost of 
the benefits arising from military service. In a previous audit report to the 
Congress, issued February 10, 1955, we recommended the recovery of a sub- 
stantial portion of the $334,429,100 appropriated to the Railroad Retirement 
soard out of the general funds of the United States Treasury for the purpose 
of crediting military service as railroad employment. 

In addition, and since our previous report, the Board has submitted appropria- 
tion requests for free military service totaling $86,336,000 in connection with its 
request for funds for fiscal year 1957. The Bureau of the Budget deferred ap- 
proval of $84,625,000 of this amount and the Committee on Appropriations, House 
of Representatives, stated in part as follows: 

“The committee has not allowed the appropriation of $1,711,000 requested to 
reimburse the railroad retirement system, for military-service credits claimed 
to have accrued under the Railroad Retirement Act. At about the same time 
that the committee received this budget, it also received a report from the Gen- 
eral Accounting Office, in which they recommend the recovery of a substantial 
portion of the $334,429,100 already appropriated to the Railroad Retirement 
Board out of the general funds of the United States Treasury for the purpose of 
crediting military service as railroad employment. The committee feels that 
a more detailed study of this situation should certainly be made before any addi- 
tional appropriations for this purpose are approved.” 

This Office has no information that the recommended detailed study has been 
made. It is noted, however, that the appropriation of the amount requested is 
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authorized by Section 4 (n) of the Railroad Retirement Act and the Board has 
recently reinstated its request for 1958, this time for $89,133,000. 


The Board has received payment for crediting military service performed 
through June 30, 1948, as of June 30, 1956, as follows: 


a en aS SE SR oh SE A OR DT Sf, sho $334, 429, 000 
interest on invested appropriations._.._.-...- 85, 072, 000 
Total appropriations and interest__.._._____._____.__________ ) 419, 501, 000 


The roughly estimated liabilities for benefits on the basis of military service 
rendered to June 30, 1956, are: 


Board’s rough estimate for military service rendered to June 30, 

1953, as stated in a letter to the Bureau of the Budget, dated 

a, Ns en ee Lee en Se rea oe ae eee eee $60, 380, 000 
General Accounting Office’s rough estimate for military service 

rendered from July 1, 1953, to June 30, 1956, based upon the above 


letter and the amounts of subsequent appropriation requests______ 4, 000, 000 
Total roughly estimated liabilities_._._......_.c--.._-.-....._ 64, 380, 000 


The excess of appropriations and interest over roughly estimated liabilities 
as of June 30, 1956, was $355 million. On this subject Mr. Murray W. Latimer, 
a former Chairman of the Railroad Retirement Board, expressed the following 
view in a letter, dated March 5, 1956, to the House Committee on Interstate and 
Foreign Commerce: 

“Despite repeated assertions by many that the railroad retirement system is 
self-supporting, it has received from the Federal Government, in the guise of 
military service contributions, about $335 million, which is in large part pure 
subsidy, and which may well be recaptured as such.” 

The April 8, 1942, amendment to the Railroad Retirement Act, which 
authorized credit for military service after December 31, 1936, provided for 
appropriations to the railroad retirement system on the basis of the taxes that 
would have been paid by the employers and employees had such service been 
covered railroad employment. Subsequently, and without any adjustment in 
the appropriations theretofore made, the obligations of the railroad retirement 
account arising as a result of crediting such military service were greatly re- 
duced by the provision of the 1951 amendments to the act requiring 10 years 
of railroad service to qualify for benefit payments from the railroad retirement 
account. These amendments provided for transfer to the social-security system 
of the employment credit of all persons who retire or die with less than 10 
years of railroad-service credit, and for payment under the social-security system 
of the applicable retirement and survivor benefits, except the relatively infre- 
quent residual benefit payments. However, no part of the apropriations to the 
Board for military-service credits was required to be transferred to the social- 
security system when the related liability was transferred. These changes in 
law, and the resultant decrease in the amount of funds required to meet the cost 
of railroad retirement benefits arising from military-service credits, cannot be 
emphasized too strongly. 

The liabilities of the railroad retirement system for military-service credits 
are further reduced as a result of benefits payable by the Veterans’ Administra- 
tion. Under the provisions of the Railroad Retirement Act, benefits otherwise 
payable on the basis of military service creditable under the railroad retirement 
system are reduced when such military service has been used by the Veterans’ 
Administration as a basis for compensation and pension payments. The Board 
has estimated that its liabilities on account of military service are reduced by 
approximately one-third on account of Veterans’ Administration benefits. No 
transfer of funds from the railroad retirement system to the veterans’ system 
is provided, however. 

The major portion of the appropriations which the Board has received for 
military service relate to World War II service. Public Law 881, 84th congress 
(70 Stat. 857), effective January 1, 1957, amends the Social Security Act to 
authorize appropriations to the social-security system for the same periods of 
military service for which appropriations have already been received by the 
railroad retirement system. Although the same period of military service may 
not be credited by both the railroad retirement and social-security systems, and 
in the case of persons with less than 10 years of combined railroad and military 
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service the credit will be extended by the social-security system, no provision 
is made in prior law or in Public Law 881 for adjustment or transfer of excess 
appropriations received by the railroad retirement system. 

Under current law, the basis for crediting the railroad retirement system for 
creditable military service performed prior to 1937 is the additional present- 
value cost basis. The additional present-value cost is the difference between the 
present value of each annuity based in part on military service and the present 
value of the annuity which would be payable to the same individual without 
regard to military service. Pursuant to action by the Congress on August 1, 
1956 (Public Law 881), the cost basis is used to credit the social-security system 
for creditable military service performed prior to 1957. If the additional present- 
value cost basis were applicable to the railroad retirement system for creditable 
military service performed prior to 1957, instead of prior to 1937 as under current 
law, then the railroad retirement system would be on the same reimbursement 
basis as the social-security system for creditable military service performed 
prior to 1957. 


Recommendations 


In view of the substantial excessive appropriations out of the general fund 
of the Treasury, received and receivable by the Board for crediting military serv- 
ice, we recommend that the Congress redetermine the basis on which the rail- 
road retirement system should be credited for military service rendered after 
1936. We recommend further that the amount of the entitlement be determined 
on an additional present-value cost basis, which is applicable to the railroad 
retirement system for military service performed prior to 1937 and to the social- 
security system for military service performed prior to 1957. 

Based upon the above recommendation, the appropriation request of $89 
million for fiscal year 1958 should be denied and the Board should be required 
to pay back to the United States Treasury any appropriations and interest earn- 
ings that are determined to be excessive which we estimate to be about $355 
million, based on an earlier rough estimate prepared by the Board. 

The Railroad Retirement Board has informed us that it is in disagreement 
with these recommendations. 


MILITARY SERVICE REIMBURSEMENTS RECEIVED FROM THE SOCIAL SECURITY 
ADMINISTRATION 


Under the terms of the financial interchange arrangement, the Board receives 
from the Federal old-age and survivors insurance trust fund an amount equal 
to the benefits which would have been payable by that fund had creditable rail- 
road service been covered social security employment. This amount is based, 
in part, on military service rendered under the railroad retirement system. 
Thus, although it has been observed that the Board has already received ap- 
propriations many times in excess of its requirements for crediting military 
service and is, under present law, entitled to receive further sizable appropria- 
tions, it also receives additional moneys from the Social Security Administra- 
tion covering the same creditable military service with respect to service per- 
formed from September 15, 1940, through December 31, 1956. The amount of 
these moneys credited or to be credited by the Administration to the Board 
has not been determined, but appears to be substantial. Public Law 881, 84th 
Congress, corrected the situation with respect to military service performed 
subsequent to December 31, 1956, but left still unresolved the financial adjust- 
ment in the period from September 15, 1940, through December 31, 1956. 


Recommendation 


We recommend that a periodic determination be made of the amount credited 
by the Administration to the Board on account of military service performed 
prior to January 1, 1957, and that the Board be required to pay the amounts so 
determined into the general funds of the United States Treasury. The Railroad 
Retirement Board has informed us that it is in disagreement with this recom- 
mendation. 


INTEREST RATES OF INVESTMENTS OF THE RAILROAD RETIREMENT SYSTEM 


Section 15 of the Railroad Retirement Act authorizes the issuance of 3 percent 
Treasury special obligations for the railroad retirement system. On the other 
hand, section 201 of the Social Security Act authorizes the issuance of Treasury 
special obligations for the social security system at the average rate of inter- 
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est on certain obligations forming part of the public debt. These rates were 25g 
percent at June 30, 1953, 2% percent at June 30, 1954, 2% percent at June 30, 
1955, and 2% percent at June 30, 1956. 

It is estimated that the interest paid to the railroad retirement system was 
approximately $177 million in excess of what it would have been if the system 
had earned the same rate as the social security system from July 1, 1939, to 
June 30, 1956. The excess amounted to approximately $15 million in 1956. 

The following table shows that the interest rate received by the railroad re- 
tirement system has been considerably in excess of the rate received by the 
social security system since 1940. 





Investments Interest rate 
As of June 30— Federal | Federal 
| old-age and | Railroad old-age and | Railroad 
| survivors | retirement survivors retirement 
insurance account insurance | account 
trust fund ; trust fund 
Billions Billions Percent Percent 
1937 $0.3 $0. 1 3.0 3 
1938 Fal «ft 3.0 | 3 
1939 1.2 | an 3.0 | 3 
1940 i an 2. 3 
1941 2.4 2. 5-3 3 
1942 3.2 | a >. 3 
1943 4.2 | .2 2. 3 
1044 5.4 } .3 | 2. 3 
1945 6.5 5 2 3 
1946 7.5 an 2. 3 
1947 = 8.7 | 8 2 3 
1948 9.9 | 1.4 29 3 
1949 11.2 Ld 2.2 3 
1950 12.6 2.1 2.2 3 
1951 14.3 | 2.4 2.2 3 
1952 16.2 2.9 2.3 3 
1953 17.8 3.1 2.4 3 
1954 19. 4 | 3.3 | 2.3 3 
1955 20. 5 3.5 2.3 3 
1956 ; 22.0 3.6 2.5 3 


The difference in interest rates between the two systems has permitted the 
railroad retirement system to gain approximately $54 million through June 30, 
1956, under a financial interchange arrangement between the two systems 
authorized by section 5 (k) of the Railroad Retirement Act. This gain, which 
is part of the $177 million excess interest referred to above, resulted from the 
railroad retirement system receiving 3 percent on invested funds and at the 
same time paying a lower interest rate on the indebtedness to the social security 
system arising under the financial interchange arrangement. 

Additional information concerning this matter is presented on pages 23 to 25 
of our audit report for the Railroad Retirement Board for the fiscal year 1953. 

The problem exists as to the justification for different interest rates between 
the two systems and for the continuation of payment of an interest rate on 
railroad retirement funds in excess of that being paid by the Treasury Depart- 
ment in obtaining funds from the public. 

Public Laws 854 and 880, 84th Congress, approved July 31, and August 1, 
1956, respectively, authorized the issuance of Treasury special obligations for 
the civil service retirement and social security systems at the average rate at 
the end of the calendar month next preceding the date of issue, borne by all 
marketable interest-bearing obligations of the United States then forming part 
of the public debt that are not due or callable until after the expiration of 5 
years from the date of original issue, adjusted to the nearest multiple of one- 


eighth of 1 percent. This rate as of September 30, 1956, was 2% percent. 


Recommendation 


We recommend that the Congress establish an interest rate for special obliga- 
tions for the railroad retirement system consistent with that recently estab- 
lished for the civil service retirement and social security systems. The Railroad 


Retirement Board has informed us that it is in disagreement with this recom- 
mendation. 
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INTEREST EARNED ON APPROPRIATION ADVANCES 


Until 1952 a procedure was in effect which enabled the Railroad Retirement 
Board to invest appropriations which were received in advance of, and some- 
times in excess of, actual tax collections. Although this procedure was pro- 


spectively corrected by the Congress in 1952, the Board has been permitted to 


retain approximately $40 million of interest earned by investment of these 
advances prior to actual receipt of the taxes. 


We have no recommendation for corrective action but consider it advisable 
to have the Congress aware of this situation when considering remedial action 
on the other points contained in this report. 

Senator Morse. It is 12 o’clock. The Chair will be very glad to 
schedule a further and final hearing Monday if you gentlemen wish 
to examine these witnesses at any length. 

Senator THurmonp. I have no questions. 

Senator Atxorr. I have no desire to examine the witnesses at length. 
I do have one question. 

Senator Morse. Suppose you proceed because there will be a quorum 
eall. 

Senator Attorr. We will have to depart almost immediately. In 
your report of 1953 on page 28 you said under point 4: 

The 1951 amendments to the Railroad Retirement Act of 1937 providing for 
correlation of the railroad retirement system and social security system resulted 
in the transferring to the social security system an estimated $5,915 


» million of 
the railroad retirement system’s unfunded accrued liability as of December 
31, 1950 


Evaluated from the standpoint of the annual effect on the railroad retirement 
system, it is estimated there will be an average annual net payment of $29,500,000 
from the social security system to the railroad retirement system, under the finan- 
cial interchange arrangement whereby the social security system will be liable 
to the railroad retirement account for the benefits which have been payable 
under the Social Security Act and the railroad retirement system would be liable 
to the social security system for the taxes that would have been paid under that 
system if railroad employment had been covered thereby. 

If I interpret that correctly, and I would like to have you comment 
on it, that means that the railroad retirement system over that period 
has received a benefit of $6 billion from the social secur ity system? 

Mr. Newson. Let’s say this: As I stated earlier this morning, and I 


quoted a different figure incidentally, and the figure was $9.8 billion, 
Senator 


Senator Atiorr. Nine what? 

Mr. Newson. 9.8 billion instead of 5.915 billion. 

Senator Atiorr. This report is 4 years old. 

Mr. Netson. Yes, sir. And the change in the benefit formula that 
has occurred since this calculation was made has resulted in a further 
updating of the actuarial determination by the actuary of the railroad 
retirement system. 

They now estimate that as of 1953, excluding of course the amend- 
ments of last summer, that the liability transferred from the railroad 
system to the social security system was approximately 9.8 billion. 
What occurred there in effect. was that the Railroad Retirement Board 
was buying social security protection for its members, and therefore 
since the social security system has a level cost in the neighborhood of 
7 or 8 percent of taxable payrolls while the tax rates were at that 
time I believe 4 percent, they were buying an advantageous arrange- 
ment. 
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Senator Atyorr. Would you say that this 9.8 billion represents, so 
that I am sure that I understand this, represents then in effect a bene- 
fit to the fund for which they have not paid money ? 

Mr. Nerson. I would say that the answer to that question is yes, 
that they have received a benefit to the fund for which they have not 
paid money. 

It did in effect place the railroad workers in the same position as all 
other workers in the social security system, a system where the cur- 
rent tax rate is not as large as the level costs are, and therefore the 
railroad system workers were placed in the same position as the social 
security system workers. This has no connection, however, with the 
excessive payments made to the fund by the Federal Government- 

The effect is that the railroad system, had it operated completely 
by itself indefinitely down the years, would have had to assume the 
liability of 9.8 billion at some time. 

Senator Atiorr. That is the point I am trying to get at. 

Mr. Netson. That is right. 

Mr. Atxorr. I think that is all, Mr. Chairman. 

Senator Morse. I have just one question, without going into all the 
details of the figures. 

What you said about the railroad retirement fund is equally appli- 
‘able to the social security fund in that the social security fund, by 
your same analysis, likewise falls short of being a pay-as-you-go pro- 
gram. 

Mr. Netson. That is correct. 

Senator Morse. And that therefore there is no advantage given to 
the railroad workers in principle, there may be in amount, I don’t know 
until I analyze the figure, but there is no discriminatory advantage be- 
ing given by the Federal Government to the railroad employees in 
contrast with employees in other industries. 

Mr. Netson. They are put on a par to take advantage of or other- 
wise be affected the same as if they were social security covered employ- 
ees, Senator. 

Senator Morse. It reminds me, may I say, of a case, and I will 
be very brief with this, it reminds me of a case I was involved in in 
1936 when I was asked to take over a nationwide research program 
that had been conducted under WPA, and when I took over the direc- 
torship of it, I thought I had better find out something about the 
finances of it. 

When I got into the finances of it, I found a great many things 
that I did not want to put my John Henry to as the new Director, so 
I made a report to the Attorney General of the United States. 

I said that I just wanted it understood that I could not approve the 
books that I had inherited, and I set forth my reason and we had 
a very large staff meeting upon my bill of particulars. 

I was sustained in every detail. But the Attorney General said, 
“Dean, really you know it is not as bad as you point out because we 
did feed them.” | Laughter. | 

I want to say that after all we do have this great social issue here 
too, whether or not the benefits that have been accruing to our body 
and economic politic from the standpoint of public policy have not been 
worth it, but we will go into that as we analyze these figures. 
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Senator Atxorr. I want to say this, that that is true, and I realize 
that in this working in the development of the social security program, 
we are bound to have certain maladjustments, but I also felt that since 
we have spent so much time on trying to develop the cost and the bene- 
fits of the railroad retirement system, that this should be a part of the 
picture, because I am not convinced in my own mind that as the counsel 
for the brotherhood, Mr. Schoene and Mr. Oliver have stated, that 
the railroad retirement fund is completely self-supporting by quite a 
few million dollars. 

Senator Morse. I want the Senator from Colorado to know that I 
think his request has been a distinct contribution to the record of this 
case. 

Senator Atiorr. Thank you. 

Senator Morse. I want the attention of the Chairman of the Board 
for a moment. You have heard the testimony of Mr. Nelson. You 
have his statement, you have his report. 

The Chair would welcome any memorandum that you may see fit 
to file in regard to this matter before the record is closed. 

Likewise I call that to the attention also of Mr. Harper and Mr. 
Healy as members of the Board, and to Mr. Schoene and to the rep- 

resentatives of the carriers in regard to this and to the representatives 
of the brotherhoods. 

Any memorandum that should be filed we will be glad to receive. 

On behalf of the subcommittee I want to thank all of the participants 
in this hearing for the very fine cooperation that you gave to us and 
for the record that you have made. 

I think it is a good record on the basis of which we can come to some 
cea decisions. 

I adjourn these hearings. 
(The following was later received for the record o 
RAILROAD RETIREMENT BOArp, 
Chicago, Ill., May 14, 1957. 
Hon. WAYNE MORSE, 
Chairman, Subcommittee on Railroad Retirement, 


Senate Committee on Labor and Public Welfare, 
United States Senate, Washington, D. C. 


DEAR SENATOR Morse: Please make this letter a part of the record of the hear- 
ings on S. 1313 and S. 1630. 

During the hearings on the above-mentioned bills on May 9, 1957, testimony 
was presented on the Comptroller General’s report to the Congress dealing with 
certain financial aspects of the railroad retirement system. This testimony 
was divided into 5 parts, and included 4 recommendations the first of which 
recommended that the railroad retirement system be maintained on an actuarially 
sound basis. As was stated during such hearings, the Railroad Retirement Board 
is in agreement with this recommendation. 

The second recommendation proposed that the Congress change the statutory 
basis, enacted in 1942, for congressional appropriation into the railroad retire- 
ment account for creditable military service of an amount equal to what every 
railroad employee and his employer would pay in current taxes for the support 
of the railroad retirement system, if the employee had earned $160 a month in 
regular railroad service had he not entered military service. On this point, the 
Board stated in its letter to the Comptroller General dated April 19, 1957 (which 
is already a part of the record) as follows 

“When the Government undertook to provide railroad employees with a vet- 
eran’s benefit in the form of credits under the Railroad Retirement Act on 
the basis of their military service and for this purpose assumed the role of a 
railroad employer and agreed to pay the employer and employee taxes at the 
prevailing tax rates on $160 a month, the military service in question became, 
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in effect, a part of the total railroad service creditable under the Railroad Re- 
tirement Act and taxable as such under the railroad retirement system. To single 
out any part of this total creditable railroad service and to claim a refund with 
respect to such part because of the possibility that the taxes paid with respect 
thereto might ultimately exceed the additional cost of crediting this particular 
part of creditable service is wholly inconsistent with the basic principles of the 
system and completely out of accord with any system of social insurance. 

“Under these circumstances, the recommendation to recover from the railroad 
retirement account any part of the amounts heretofore appropriated to the 
Railroad Retirement Board for the crediting of military service after 1936 would, 
in effect, place the Government in the position of abrogating an agreement of 
many years’ standing to treat as railroad service, under the Railroad Retirement 
Act, the creditable military service of railroad employees, and to assume the 
financial obligation therefor on an actuarial, rather than additional, cost basis. 
That the Government has definitely decided not to annul this agreement is shown 
below in the discussion of Public Law 881, 84th Congress, 2d session (approved 
August 1, 1956).” 

The third part of the testimony dealt with a recommendation relating to 
amounts received for military wage credits from the old-age and survivors 
insurance trust fund under the financial interchange provisions. This issue was 
raised by the Comptroller General and was discussed in detail, during the hear- 
ings before the Hardy committee prior to the drafting of the bill (H. R. 7089), 
which was enacted as Public Law 881, 84th Congress, 2d session (approved 
August 1, 1956). As a result of the discussion of this issue, the tax rate basis 
of congressional appropriation provided in section 4(n) of the Railroad Retire- 
ment Act was modified with respect to military service rendered on or after 
January 1, 1957, to provide for a reduction in the appropriation by the amount 
produced by the current tax rates under the Social Security Act. This, in the 
Board's opinion, was a final resolution of this issue. Moreover, as pointed out 
on page 6 of the Board’s letter above mentioned, the Senate committee Report 
No. 2380 on the bill H. R. 7089 (the Hardy bill) contains, in the section-by- 
section analysis of the bill, the following explanation of the provisions of this 
section: 

“This section contains amendments to the Railroad Retirement Act of 1937. 
These amendments, which take into account the existing interrelation between 
the railroad retirement system and the old-age and survivors insurance system, 
are designed to continue the present policy under both systems with respect to 
the performance by workers of military or naval service. 

“(1) After 1956 there will be creditable under railroad retirement wage 
credits of $160 for each month of military service performed by an individual 
who has at least 10 years of coverage under the Railroad Retirement Act 
(including coverage acquired by military service ). 

(2) The compensation received for military service by an individual 
who, previously, was in railroad employment within the 2-year period imme- 
diately preceding his entrance into military service will be subject to the 
regular 4 percent social security tax (2 percent being paid by the individual 
and 2 percent by the Government). However, the Government will, by direct 
appropriations, reimburse the railroad retirement account for each month 
of military service performed by such individual by an amount equal to 
121% percent of the $160 wage credit, minus the amount of the 4 percent 
social security tax paid with respect to his military compensation. (The 
1244 percent represents the combined rates of tax payable by both the 
employer and employee under the Railroad Retirement Act.) 

“(3) Should the military service be used for payment of social security 
under title II of the act, no adjustment would be required between railroad 
retirement fund and social security. The 4 percent tax for social security 
would be used to pay the benefits. However, should the military service be 
used for benefits under the Railroad Retirement Act, the OASI trust fund 
would be charged by the railroad retirement account for the amount of the 
social security benefits which would be attributable to the military service 
on which the 4 percent social security taxes were collected. 

“(4) An individual would not be permitted to receive both benefits on the 
basis of his military service.” [Emphasis supplied.] 

In this connection, the witness testifying in support of the Comptroller Gen- 
eral’s report made the observation that out of the total unfunded accrued lia- 
bility of some $12.6 billion calculated in the sixth actuarial valuation of the 
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railroad retirement system $9.8 billion has been shifted to the social security 
system as a result of the financial interchange between the two systems. The 
implication given was that the financial interchange was estimated to benefit 
the railroad retirement system to the extent of $9.8 billion. 

While the figures quoted by the witness are correct, the interpretation of their 
meaning is not in accordance with the facts. The splitting up of the gross un- 
funded accrued liability into railroad retirement and social security components 
is largely a matter of actuarial theory and_not of great practical import. The 
report on the sixth actuarial valuation specifically states that there are several 
theoretical approaches to the problem of splitting up the gross unfunded accrued 
liability and that the $9.8 billion previously referred to represents the estimated 
amount shifted to the social security system under the approach adopted by the 
Board’s actuary. From a practical point of view the effect of the financial inter- 
change on the railroad retirement system is properly reflected by another kind 
of figure, that is, the estimated reduction in level costs. The sixth valuation 
arrived at an estimate of 1.04 percent of payroll or about $55 million a year as 
the savings resulting from the financial interchange. Annual savings in this 
amount have a present value of only $1.86 billion. 

In cost estimates for S. 1313 submitted to this committee the gain from the 
financial interchange was revised to $68 million a year so as to take account of 
the amendments to the Social Security Act which were enacted in 1956. This 
figure shown as 1.18 percent of a payroll (with a $400 limit on monthly compen- 
sation) is equivalent to a present value of $2.30 billion which is still far below 
the $9.8 billion figure quoted by the witness. 

Regardless of the amounts involved, the estimated gain from the financial 
interchange does not constitute a direct or implied subsidy from the social se- 
curity system to the railroad retirement system. The law (section 5 (k) (2) of 
the Railroad Retirement Act) specifically provides that the financial interchange 
transactions shall place the old-age and survivors insurance (and disability) trust 
fund in the same position it would have been if railroad employment had been 
covered under the Social Security Act on a par with employment regularly 
covered under that act. The situation with respect to railroad employment is 
essentially the same as with respect to other types of employment which have 
been brought in under social security coverage by virtue of the 1950 and later 
amendments to the Social Security Act. There has never been any contention 
that the extensions of social security coverage to certain groups of the gainfully 
employed population constitute any form of subsidy to these groups. Similarly, 
the indirect extension of social security coverage to railroad workers by means 
of the financial interchange has no elements of subsidy to the railroad retirement 
system either from the social security system or any other source. 

The fourth part of the testimony was with regard to a recommendation ques- 
tioning the propriety of the provision in section 15 of the Railroad Retirement Act, 
enacted in 1937 (Public Law 162, 75th Congress, approved June 24, 1937), that 
the funds of the railroad retirement account should earn no less than 3 percent 
interest, rather than, as the Comptroller General recommended, at the average 
rate on long-term issues to the public forming part of the public debt. The 
witness himself, however, in answer to a question by a member of the subcom- 
mittee, admitted that the Government is now paying interest on both long-term 
and short-term issues at rates of 3144 percent or better, so that there can be little 
question now of the propriety of the rate fixed by statute, paricularly since all 
actuarial calculations and valuations, from the beginning of the system, have con- 
templated the continuance of the established minimum rate. 

The fifth point of the testimony did not involve a recommendation, and needs 
no discussion. (See, however, the Board’s comments on this point in the Board’s 
letter of April 19, 1957, beginning at the bottom of p. 10.) 

In conclusion, it should be noted that the issues raised by the Comptroller Gen- 
eral in this report have been raised several times during the last several years. 
The assertion that the Congress has appropriated to the railroad retirement ac- 
count (in every instance in full accord with the law) some $300 million more 
than the Comptroller General believes necessary has been made to the Congress 
prior to its enactment of the 1951 amendments to the Railroad Retirement Act, 
and has been repeated several times since then (even though the Board has on 
each such occasion disagreed with the Comptroller General). The last time this 
issue was raised, it was discussed officially before a congressional committee prior 
to the enactment of Public Law 881, above mentioned, and it would seem that 


the enactment of this law, in the form that it was, should have ended the con- 
troversy. 
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Note further that the Railroad Retirement Board is, under section 15 of the 
Railroad Retirement Act, required to make estimates of the amounts needed to 
pay for the benefits provided by the railroad retirement system, and to make 
determinations of the system’s liabilities; and the Board is required also to make 
annual reports to the Congress of the status and operations of the railroad re- 
tirement account. The Board’s actuarial reports and estimates must be reviewed, 
under the statute, by an independent actuarial advisory committee consisting of 3 
actuaries, 1 appointed by railroad managament, 1 by railroad labor, and the third 
by the Secretary of the Treasury. The reports and estimates so required to be 
made must, of course, take into account amounts accruing to the Railroad Retire- 
ment Account pursuant to section 4 (n) of the Railroad Retirement Act as to 
the Government’s liability for military service creditable under the Railroad Re- 
tirement Act, and also the provision of section 15 for interest at not less than 3 
percent. These actuarial computations have relied, and properly so, on these well 
established and considered congressionally enacted provisions and have deter- 
mined, as they must, the amounts of revenues available on the basis thereof. In 
view of this, it seems highly inappropriate to ask the Congress now to reconsider 
and determine that those provisions of long standing, and on which all concerned 
had a right to rely on, and did rely on, were unwise and should be changed. 

Sincerely yours, 
Howarkp W. HABERMEYER, Chairman. 


(By direction of the chairman, the following is made a part of 
the record :) 


RAILROAD PENSION CONFERENCE, 


New Haven, Conn., March 18, 1957. 
Hon. Lister HIL1, 


Chairman, Committee on Labor and Public Welfare, 
United States Capitol, Washington, D.C. 

Dear SENATOR HILL: We are writing relevant to enactment of railroad retire- 
ment legislation. 

We urge support of the Langer bill, S. 360, which provides 30-year retirement 
at half-pay annuities. 

However, a bill similar to the Zelenko bill, H. R. 3545, in the House would also 
be acceptable at this time. It provides full annuities at age 60 after 30 years’ 
service, and reduced annuities from age 55 to 59 after 30 years’ service. Annui- 
ties to be one-half of taxable earnings based on the 5 years of highest earnings. 
The maximum annuity now at $184.25 a month would not be increased or de- 
creased. However, the average annuity could increase to as much as $175 a 
month. 

Some Senate bills (S. 13138) call for a 10-percent annuity increase and other 
fringe benefits and an increase in taxation. While we are in accord with most 
of its provisions, we do not favor the tax increase which seems unnecessary 
in view of the unduly “conservative” actuarial valuations adopted by the Rail- 
road Retirement Board. The 10-percent annuity hike is insufficient as it would 
raise the average annuity to only approximately $33 a month. 

Increasing taxes each time benefits are raised is not the answer to providing 
new benefits. And surely we do not believe that Congress nevermore intends 
to improve the railroad retirement system. Instead, Congress should enact legis- 
lation eliminating the so-called unfunded liability, and consider it a “social” 
obligation of the Government, as suggested on page 8 of the enclosed report 
50 Percent Pensions After 30 Years, the Need and the Possibility. 

We further recommend that Congress should make a study of the actuarial 
method and valuations adopted by the Railroad Retirement Board. And that 
the actuaries should be requested to immediately revise its mortality tables, 
assumptions, and valuations to be in accord with present-day actual experience 
as recommended in our report. 

Most sincerely, 


Cc. B. CARTER. 
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50 PERCENT PENSIONS AFTER 30 YEARS, THE NEED AND THE Possisitry—A REPORT 


OF THE RAILROAD PENSION CONFERENCE, NEW HAVEN, CONN. 


CONTENTS 
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Cost of pension conference proposals. 

What is wrong with calculations of Railroad Retirement Board? 

Level costs and history of conservative forecasts. 

Raw deal for railroad workers. 

Financing pension conference proposals and ability of fund to pay 50 percent pensions. 
Appendix. 


SUMMARY 


A. The Railroad Pension Conference calls for full retirement after 30 years 
of service regardless of age as provided by H. R. 2165. Annuities to be one-half 
of taxable earnings based on the 5 years of highest earnings, maximum annuity 
$200 a month. Taxes would be collected on the first $400 of each month’s earn- 
ings, instead of first $350 as now provided. 

However, compromise bill H. R. 3545 would be acceptable at this time. It 
provides full annuity at age 60 after 30 years’ service, and a reduced annuity of 
one one-hundred-and-eightieth for each calendar month that he or she is under 
age 60 when annuity began to accrue. Annuity to be one-half of taxable earn- 
ings based on 5 years of highest earnings. There would be no increase, or de- 
crease, in present maximum annuity, now about $184 a month. However, the 
“average” annuity would be increased, and could rise to $175 a month. 

Higher benefits are needed because the present annuities have not kept up a 
proper relationship with the earnings of employed railroad workers. Instead 
of 50 percent, they amount to approximately 26.4 percent, or, including the 
spouses’ supplementary benefits, to 29.8 percent of earnings of employed workers. 

Higher benefits are needed because annuities have not kept up with living 
costs, falling behind at least 20 percent since 1940. Full-age annuities now 
average $119.87 a month, less than $28 a week. But in terms of the prewar 
dollar, the purchasing power of this average monthly sum is roughly equal to 
approximately $59.94 a month, or only $14.97 a week. 

Railroad workers are getting lower annuities, in comparison with the taxes 
they pay, than workers under the Federal old-age and survivors insurance 
system. One railroad worker pays more than the combined tax paid by three 
industrial workers, under OASI, who, along with their spouses, may receive a 
total of $488 a month. (The maximum amount a retired railroad worker and 
his spouse can receive under railroad retirement is approximately $239 a month. ) 
(However, the “average” amount received is roughly $163 a month for the re- 
tired worker and his spouse. ) 

Even more discrepant is the length of service required by both systems. To 
receive the current maximum railroad retirement benefits the employee must 
have earned $300 a month from 1926 through June 1954, and $350 a month 
thereafter for a total service of 30 years. 

The industrial worker under OASI, retiring at age 65, to receive the present 
total maximum benefit needs only 18 months coverage if he earned $350 a month 
since January 1, 1955, regardless of prior earnings less than $350 a month. 

The annuities of the railroad workers are in sharp contrast with the luxurious 
pensions set up by the railroads for company executives. 

Legislators in other countries provide their senior citizens with retirement at 
age 50, 55, and 60 upon completion of 20, 25, or 30 years of service, many at 
half pay, others even a higher amount. 

The railroad retirement fund can provide the benefits proposed by the Rail- 
road Pension Conference were the Railroad Retirement Board actuaries less 
consevative and more realistic in their actuarial valuations and assumptions. 

B. The railroad retirement fund can pay the higher pensions proposed. The 
actuarial calculations used to keep benefits low follow the principles of private 
insurance companies, seeking profit and accumulation of financial power. The 
public railroad retirement fund should be guided by a different motive, that of 
providing maximum security to railroad workers. 

The actuarial valuations of the Railroad Retirement Board do not allow for 
future increases in payrolls, therefore departing from realism, and grossly exag- 
gerating the estimated costs of pensions as a percentage of payrolls. In other 
ways, also, the actuarial valuations adopt unduly conservative assumptions, 
which have the effect of artificially raising costs. 
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iven so, the actuarial valuation shows that the fund could afford to increase 
pensions 60 percent for all employees entering the industry since 1947. The 
so-called unfunded liabality for pensions to earlier employees should be a social 
obligation, and not one of the newer employees. 

C. Reasonable assumptions show that the proposals of the Railroad Pension 
Conference could in fact be financed with a 10-percent tax, rather than the 12%4- 
percent tax now in effect, for all employees entering the industry since 1947. 
The extra taxes collected from these employees, together with the reserves in 
the fund, can be used to complete pension liabilities to older employees. 


THE FUND CAN AFFORD THE HIGHER BENEFITS PROPOSED 


Hon. Paul H. Douglas, chairman of the Joint Committee on Railroad Retire- 
ment, and Senator from Illinois, is a known expert in his own right and the 
author of the constructive 1951 amendments. Speaking before the Senate on 
August 3, 1953, Senator Douglas said: 

“* * * T believe substantially better benefits are possible by means of more 
profitable investment of the railroad retirement reserve and other methods. 
Increasing tax rates will not be necessary.” 

He listed a series of eight possible improvements that had been recommended, 
and expressed the opinion that a “sound program” of improvements could be 
enacted, although this could not include all the items on the list. This position 
is consistent with that of the Railroad Pension Conference, because the Senator, 
iln addition to listing most of the conference’s recommendations, had certain 
additional ones, such as a minimum annuity of $100 monthly: and did not sug- 
gest any raise in taxes, whereas the Railroad Pension Conference does not 
object to limited tax increases, if necessary to finance the improvement. 

However, Congress, in 1954, while markedly liberalizing benefits under the 
OASI system, made only certain fringe liberalizations in railroad retirement, 
the totel amount of which is less than the increase in taxes which was enacted 
at the same time. 


COST OF THE PENSION CONFERENCE PROPOSALS 


The Railroad Retirement Board advised the 88d Congress that the proposals of 
the Railroad Pension Conference would increase costs by over $175 million 
annually. This estimate is likely to be high, as the Railroad Retirement Board 
tends to be unduly conservative in its financial evaluations. However, even if 
the estimate of $175 million is accurate the facts show that the system ean afford 
to pay it. The amendments enacted in 1954 have had the immediate effect of 
increasing employee annuities by roughly $15 million yearly (in addition to the 
increases in survivor annuities.) Over the long run, it will add another $25 
million to railroad employee annuities, owing to the higher wage base. Thus 
the total long-run gain may be figured at roughly $40 million. Presumably the 
Board's $175 million estimate exceeds its estimate of immediate cost, and refers 
to its actuarial long-range estimate. Therefore the entire $40 million should be 
subtracted to obtain the net cost in comparison with the present situation. 
This indicates a net cost of $135 million per year. 

(It must be noted that our present bill, H. R. 2165, increases the tax base from 
$350 to $400 a month. And compromise bill H. R. 3545 is less costly than H. R. 
2165, inasmuch as full annuities are paid from age 60 upward, and reduced an- 
nuities are paid to those who retire before age 60. Our previous bills did not 
raise the tax base.) 


WHAT IS WRONG WITH THE CALCULATIONS OF THE ACTUARIES? 


Railroad workers are told that higher benefits are impossible because the 
actuaries show that they would bankrupt the fund. 

The cost calculations of the Railroad Retirement Board are based on actuarial 
valuations which are made every 3 years. These calculations are made by skilled 
actuaries, masters of complicated mathematical formulas. However, the caleula- 
tions depend not only on knowledge of mathematics, but on what actuaries think 
will happen for many decades in the future. These opinions, or assumptions, of 
the actuaries, concern a wide variety of happenings—how many railroad workers 
will be employed and at what wages, how many railroad workers will leave the 
industry after a short period, how many will die in service, how many will remain 
employed until retirement age, at what ages will they choose to retire, how 
long will they live after retirement, and so on. 
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None of these happenings can be predicted exactly by mathematical formulas. 
Some of them—such as how many railroad workers will die in service—can be 
predicted more or less accurately on the basis of past experience. Others, such 
as wages of railroad workers, involve economic and political judgments on which 
actuaries have no special competence. Wrong guesses, or assumptions, on such 
matters can render the calculations of the actuaries valueless and misleading, 
for all their technical skill in handling mathematical formulas. 

Their assumptions are usually conservative. That is, their guesses are such as 
to indicate high expenses and low receipts. Therefore, their calculations end 
up by showing a “need” for comparatively high taxes and the “possibility” of 
paying only comparatively low benefits. 


PRIVATE INSURANCE COMPANIES AND THE RAILROAD RETIREMENT BOARD 


The whole tradition and training of the actuaries make it inevitable that 
their methods be of this character. The actuarial profession developed as an 
adjunct to the insurance companies. The insurance companies were organized 
or taken over by the most powerful financiers, with the object of deriving 
profit, especially from the accumulation of huge supplies of capital. That they 
have succeeded in this is evident from the fact that the assets of life-insurance 
companies alone are now well over $80 billion, and are increasing at the rate of 
over $5 billion a year. 

These funds are piled up by charging high premiums and paying low benefits. 
Each year the life-insurance companies collect more than twice as much in 
premiums as they pay out in benefits. This is justified by the formulas of the 
actuaries. 

The catch is that the actuaries use a mortality table that is hopelessly out of 
date, so that most policyholders live longer than the actuaries figure. The 
insurance companies collect the premium and the interest for all the extra years 
of life. If the premiums were based on actual death rates, they would be much 
lower. 

Now let us suppose the policyholder wishes to get around this, and secure his 
money’s worth by buying an annuity. Then the longer he lives, the more money 
he collects from the insurance company. But the insurance companies are a 
step ahead of him. For annuities, they use a different mortality table than for 
regular insurance, one which says that people will live much longer than they 
actually do. The premiums for annuities are calculated on this mortality table, 
and again are much higher than they would have to be to pay the actual cost 
of annuities. 

This, and other devices with similar effect, constitute the “conservative” 
framework of actuarial technique. And the actuaries, trained for a lifetime 
in this approach, carry it over to the calculation of benefits and tax rates for 
the railroad retirement system. 

But the railroad retirement system is not a private moneymaking proposition. 
Its main function is to supply adequate pensions to retired railroad workers 
and their dependents and survivors. Conceivably it could be financed out of 
ordinary Federal revenues, without the establishment of any special fund. The 
fund merely exists to give an additional guaranty to the railroad workers, to 
assure them a proprietary interest in their pensions. There is no need to build 
it up to the monstrous proportions of the private insurance funds. 

Yet there is this following comparison. At the end of 1953 there were 90 mil- 
lion policyholders in private insurance (life) companies. Some $78 billion of 
assets existed to guarantee their future claims, or roughly $870 per policyholder. 
In June 1954 there were some 2.5 million workers who had either paid taxes for 
railroad insurance during this past year, or were receiving (including their sur- 
vivors) benefits under the system. A fund of $3.4 billion had been set up to 
guarantee their future claims, or roughly $1,360 per railroad worker. (In 1990 
the railroad retirement fund is expected to reach $7.5 billion.) Of course, this 
is not exact or scientific. 

It doesn’t take account of differences in benefits provided by the average 
private insurance policy and the average railroad retirement “policy.” But it 
does show how, in general, the railroad retirement fund has been built up by the 
principles comparable to the funding of profitmaking private insurance com- 
panies. 
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“LEVEL COSTS” AND THE HISTORY OF “‘CONSERVATIVE FORECASTS” 


The actuarial evaluations are expressed in terms of “level costs.” This is 
what level costs mean. If payrolls are taxed at a fixed rate, and the interest at 
3 percent accumulated on the taxes until benefits are due, the fund will either 
grow enormously, or become bankrupt, depending on the tax rate and the scale 
of benefits. If the tax rate is set “just right,” at a certain time in the future, tax 
collections and interest income will exactly match benefit payments, and will 
continue to do so indefinitely. 

Experience has invariably shown the estimated level costs of the actuarial 
valuations to be too high. In each case the actuaries have been forced to cut 
their previous level-cost estimates, but because of changes in benefits, they have 
remained just as far as ever out of touch with reality. This is illustrated by 
the following table: 
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Compiled from Retirement Policies and the Railroad Retirement System, Report of the Joint Commit- 
tee on Railroad Retirement Legislation, pt. 1, 83d Cong., Ist sess., 8. Rept. No. 6, pt. 1, pp. 309-315. Omits 
preliminary estimates presented other than by the regular actuarial valuations. 


Between the first and the third valuations, the estimated costs under the origi- 
nal act were cut 17 percent. In just 3 years, between the third and fourth valua- 
tion, the level costs under the 1946 liberalizing amendments were cut 19 percent, 
The estimated costs under the much more liberal 1948 amendments were put by 
the fourth valuation at hardly any more than the third valuation placed the level 
costs under the 1946 amendments. The 1951 amendments increased overall 
benefits by perhaps 25 percent. Yet the fifth valuation showed an increase of 
level costs of only 6 percent over the fourth valuation. If the actuaries had 
used the same tables and assumptions as in the previous valuation, they would 
have shown a level cost of 15 to 16 percent, but were forced by outside pressures 
to make slightly less conservative assumptions. This is more or less conceded 
by the actuaries themselves, in the introductory statements to the fifth valuation 
of the Actuarial Advisory Committee: 

“The committee was advised that various interested groups had challenged 
the use of the old tables on the ground that they did not reflect actual experience. 
The Advisory Committee had favored the use of the old tables on the ground 
that current experience could be greatly changed by a deflationary shift in the 
economie cycle. However, the committee feels that rather than remain in the 
position of having the basic assumptions used considered too conservative, it 
would be preferable to use the new tables which are closer to current experience.” 

However, even reluctantly revised tables are still far from experience. Even 
they set a “conservative” standard which exaggerates likely percentage costs, and 
covers up the possibilities for greatly expanded benefits. 


WRONG ASSUMPTIONS ABOUT PAYROLLS 


The most important wrong assumption of the actuaries is that taxable pay- 
rolis will be frozen forever at $5 billion per year, slightly less than payrolls 
in 1951 and 1952. This, also, has been the main wrong assumptions of the 
actuaries in the earlier valuations. Here is why this is important. The rail- 
road retirement system provides pension rights for the future to employees 
based in part on earnings before any taxes were collected, and also for many 
years when taxes were lower than they are now. Because taxes were not col- 
lected against that part of the pension rights, they are called “unfunded liabili- 
ties.” If payrolls are doubled, the same amount is needed to meet the unfunded 
liabilities, but as a percentage of payrolls, the cost is cut in half. If not for these 
“unfunded liabilities,” the benefits could admittedly be sharply increased with 
present taxes. 
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To estimate frozen future payrolls, the actuaries made two other assumptions 
which do not stand up. Their estimate of future payrolls consisted of four 
steps: 

1. Estimate of future industrial production. 

2. Estimate of amount of railroad traffic for a given level of production. 

3. Estimate of increased labor productivity and hence, of man-hours of 
employment for a given level of traffic. 

4. Estimate of hourly wage rates. 

The second and third steps are not at issue. But the assumptions concerning 
industrial production and hourly wages are. According to “high estimate,” in- 
dustrial production was to rise 16 percent in 9 years, and per capital industrial 
production only 4 percent. According to “low estimates,” industrial production 
was to not rise at all in 9 years, and fall 10 percent on a per capita basis. The 
final valuation involved rough averaging of these two assumptions. In other 
words, the actuaries assumed virtual economic stagnation. 

Averaging the high and low estimates, the actuaries expected industrial pro- 
duction in 1954 to be 5 percent below 1951. But actually, despite the slump in 
1954, it was 5 percent above 1951. For 1953, the difference between the actuaries 
assumption and the actual level was even more marked. 

The President’s Economic Report to Congress of January 1955 set forth a 
perspective of a 39 percent growth in national production in the next decade. 
This may be right or it may be wrong. But the point is that it is the minimum 
necessary to conform with the national policy as expressed in the Employment 
Act of 1946. Whether its measures are adequate, or in the right direction, is a 
matter of political opinion. But it is reasonable that policies should look toward 
the perspective of an expanding economy. For example, in the case of taxes, the 
latest budget assumes a steady rise in prosperity. If a slump were assumed, 
it would be necessary to raise the rate of taxes, say on corporations, in order 
to meet Government expenditure requirements. However, it is claimed by the 
administration, lower corporate taxes help to realize the prediction of a higher 
level of output, and higher revenues from current rates. 

The assumption of the retirement system actuaries are not in accord with 
this principle. Their assumptions of industrial stagnation may prove accurate. 
If so, they will have contributed to that result by pauperizings the increasing 
number of retired railroad workers, and hence reducing consumer markets. As- 
sumptions in accord with a general policy of high-level employment and rising 
production, which would show the possibility of paying more liberal retirement 
benefits, would at the same time contribute towards that end. 

The actuaries also assume that railway wage rates will be frozen forever 
at the level of January 1955. But experience has proven otherwise. And to 
think that railroad workers will not continue in the future, as in the past 20 
years, to achieve steady improvements in wages is to underestimate the railway 
labor unions, and the general power of the trade-union movement in the United 
States. 

The actuaries deal with taxable wages, and assumed in the fifth valuation con- 
tinuation of the $300 per month ceiling. Already this has heen raised to $350, and 
bills are now before Congress to raise it to $400 including the railroad pension 
conference bill H. R. 2165. 

Clearly, if realistic assumptions were made about future payrolls, allowing 
for continuation of historical upward trends, the retirement system would be 
shown to have a capacity to pay much higher benefits than at present. 


THE RAW DEAL FOR NEW RAILROAD WORKERS 


This whole question is brought out best by considering the special situation 
of workers entering the system now, or in the future. These workers will have a 
tax of 1214 percent levied on their wages from the start of their employment. 
In the language of the actuaries, their pensions are “fully funded’’—taxes on 
their wages fully pay for their benefits. Workers who entered the industry any- 
time beginning with 1947 are much in the same situation. 

The fifth valuation showed that the normal cost of benefits provided by the 
Railroad Retirement Act for these new entrants is 7.66 percent of their payroll. 
Adding 0.15 percent for administrative expenses brings this to 7.81 percent. 
That is, the benefits paid to those workers should be increased 60 percent in order 
to return to them the full value of the 12.5 percent taxes paid from their payrolls. 
Or, in other words, they are getting benefits amounting to only 62.5 percent of 
what they pay for and the railroads pay on their account. 
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The justification offered for this scandalous state of affairs is that the extra 
taxes collected are needed to pay the interest on the unfunded benefits payable 
to workers who were in the system prior to 1947. 

Like the debt of the feudal usurer, this unfunded liability will go on and 
collect interest forever, to be borne by all future generations of railroad workers, 
according to the calculations of the actuaries. 

It is our contention that this approach is wholly inequitable to the vast ma- 
jority of railroad workers. Benefits should be paid on the full scale covered by 
present taxes. That is, the new worker should get benefits at a normal rate of 
12.35 percent, representing the taxes he pays less than administrative costs. If 
in fact, rather than theoretical calculations, the drain of funds to pay benefits to 
employees who were not fully funded begins to reduce the fund, the Government 
should appropriate from general revenues a sufficient sum to fully fund the 
remaining potential unfunded benefits. 

When the Congress enacted the Railroad Retirement Act, it recognized the 
existence of a social obligation to pay adequate pensions to retired railroad 
workers. The fact that today’s railroad workers pay taxes into the system to, 
buy their proprietary rights to it, does not imply that they as individuals should 
take over the social obligation of all the people to pay annuities to the retired 
workers of the previous generation. 

The Railroad Retirement Board, unfortunately, has attempted to obscure the 
significance of this low cost of present benefits for workers. At the 1954 hear- 
ings, Mr. Thomas Stack, president of the National Railroad Pension Forum, Inc., 
brought out the fact of the low normal-cost figure. The Railroad Retirement 
Board, in its report rebutting Stack’s testimony, wrote: 

“Mr. Stack is evidently talking about the 7.66 percent that appears in table 
A-48, page 213 of the 1952 annual report. The cost of benefits for new entrants 
who will, as career railroad employees become eligible for benefits under the 
Railroad Retirement Act is 10.883 percent—rather than 7.66 percent—to compare 
with the 12% percent tax.” 

This is an evasion of the issue. Of course, the 7.66 percent is an average of 
the situation of different workers, who will get benefits in varying ratio to their 
original contribution. Many workers, who do not stay in the industry for 10 
years, will get no benefits. The proper cost figure for the workers who get the 
full benefits, as apparently referred to in the Railroad Retirement Board answer. 

Similarly, the actuarial valuation adds to the 7.66 percent an adjustment of 
3.41 percent, to a total of 11.07 percent, representing the net balance of adjust- 
ments with the OASI on account of new entrants. But this addition is a ficti- 
tious bookkeeping entry, which is more than counterbalanced by an opposite 
bookkeeping entry elsewhere in the accounting. 

In actuarial terms, the valuation shows the level cost of future benefits to 
workers already employed at 23.96 percent. A weighted average of the 7.66 per- 
cent for future workers, the 23.96 percent for present workers, and comparatively 
minor adjustments for retired workers and funds on hand, produces the overall 
level cost figure of 14 percent, which is then reduced to 13.41 percent by taking 
account of the transactions with the OASI 

The more total payrolls increase in the future, the more weight is given to 
7.66 percent for future workers, and the less to the 23.96 percent for present 
workers. If it were assumed that payrolls in the future increase by 3 percent 
per year or more all the weight would have to be given to the 7.66 percent and 
this would become the level-cost figure. An increase of 3 percent per year would 
mean that railroad payrolls would double every 24 years. Actually experience 
shows a faster rise than this. Between the years ending June 30, 1895, and 
calendar year 1952, that is over 57\4-year interval, compensation of railroad 
employees increased slightly more than 12 times. This is equivalent to a com- 
pound annual rate of increase approximately 4.4 percent. 

Since a sizable continued rate of increase in railroad payrolls is a reasonable 
assumption for the future, it is appropriate and fair to all the railroad workers 
to base calculations on such assumption, and to place benefits at the rate now 
being collected in taxes—12.50 percent less 0.15 percent for administration. 


OTHER WAYS IN WHICH ACTUARIAL VALUATION EXAGGERATES COSTS 


Besides the basic error, concerning payroll assumption, the actuarial valua- 
tion involves a number of other conservative assumptions which have the effect 
of exaggerating the cost of benefits. Some are: 

Exaggerating the length of time an employee will receive an annuity. 
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Exaggerating the number of employees who will retire, instead of working 
until their death or final illness. 

Exaggerating the number of employees who will stay in the industry long 
enough to receive retirement benefits. 


1. Exaggeration of duration of annuity 

The valuation uses a mortality table which gives the retired railroad worker 
a longer span of life than he really enjoys. 

The following figures show the percentage ratio of deaths among retired rail- 


road workers receiving annuities to expected deaths according to the fifth val- 
uation formula: 


a ea il CIS At ea ARR Si ld 103. 4 
Neen ee ne ee renee ee cc ae ei omeition hs arg eaoms beeen babi 106. 2 
Nee ee eee adiwte ttt OR lk 
IRE i 2 pa SA Sa 107.0 


Source: 1952 annual report, tables A-1 and A-3, pp. 146 and 148. 


For those workers on full annuities—that is, retiring at 65 or later—the 
excess of deaths is somewhat more marked. In addition, the assumed retire- 
ment ages are a little lower than those which have actually prevailed. 

How much does the conservative assumption exaggerate costs? 

The valuation amounts to assuming that the life expectation of a newly re- 
tires railroad worker on full age annuity is about 11.8 years ((@) in appendix). 
The actual experience to date has been a life expectancy of about 11 years ((b) 
in appendix). Thus the valuation assumes that payments will be made for 
almost a year longer than experience indicates, and that the total cash outlay 
for annuities will exceed that indicated by the experience by roughly 7 precent. 

Use of a conservative mortality estimate might be justified if there were 
evidence that annuitants are living longer and longer. But no such evidence 
exists. A special calculation made in connection with the valuation showed 
“that there is no discernible secular trend as yet toward lower mortality rates 
after retirement” (annual report 1952, p. 149). The rationalization for using 
a more conservative mortality table is as follows: 

“While it is true that relatively little improvement has been shown in mor- 
tality among our age retirements in recent years, considerable improvement has 
been noted below that age in various mortality experiences over the last 20 
years. It is therefore possible that not in the not-too distant future, the same 
trend may also be evident above age 65 as advances in medicine and social con- 
ditions also begin to reflect themselves at the higher ages” (RRB 1952 Annual 
Report, p. 157-158). 

This is a substitution of wishful thinking, or speculation, for fact. It would 
be more to the point to increase the annuities of retired railroad workers, which 
by improving their economic conditions, would help to increase their longevity. 

The mortality tables used for actuarial valuations or disability retirement 
are, if anything, more conservative. The same applies to reduced age retire- 
ment—that is, to workers who retire on a reduced pension at age 60—64. 

2. Exaggeration of the number of employees who will retire 

Not every employee who reaches retirement age elects to do so. Partly be- 
eause of the low level of retirement benefits, many of the railroad workers keep 
on working until they die. In 1950, for example, only 30.2 percent of the rail- 
road workers retired during the year after they reached 65; and roughly 
one-third of those who had reached 65 years earlier were still working at the 
end of the year. The third and fourth actuarial valuations has used retire- 
ment rates based on prewar experience. But for the 1948-50 period, actual 
retirement totaled only 73 percent of the number expected according to the old 
formula. This was too much of a discrepancy even for the conservative stand- 
ards of the valuation. A compromise was made between actual postwar ex- 
perience and the obsolete formula; but the compromise formula is such that ac- 
tual retirements during 1948-50 were 16 percent fewer than according to the 
revised formula (RRB 1952 Annual Report, p. 157). 

The rationale for retaining such a wide discrepancy is that retirement rates 
might increase in bad times. This possibility has already been disproved by the 
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experience of 1954, with the severe slump which hit the railroad industry, in- 
volving heavy and promulgated unemployment. 

The number of applications received during the fiscal year 1953-54 was only 
4.2 percent more than during the previous fiscal year of comparatively low em- 
ployment (Railroad Retirement Board Monthly Review, August 1954). 

Obviously, an exaggeration of the number of railroad workers retiring leads 
to an exaggeration of the net cost of the system. Railroad workers who keep 
on working until their death or final illness pay more taxes into the system, and 
the benefits ultimately going to their survivors are generally one-half or less 
the benefits they would have received if they had retired. 

Approximately the same distortion is involved in the estimation of disability 
retirements. 


3. Exaggeration of number of workers who remain to qualify for retirement 


This is accomplished in the valution by underestimating the number of workers 
who withdraw from the industry. Over half the workers who obtain jobs in the 
railroad industry do not last out the calendar year in which they began. Forty 
percent of those who do finish the year are dropped from the industry during 
the following year. One-quarter of those who finish the second year do not get 
through the third, and so on (1952 Annual Report, Railroad Retirement Board, 
table A-17, p. 165). 

The reasons are clear enough. A large part of railroad employment is sea- 
sonal in character. Because of the difficulty in getting steady work, many 
workers who take a seasonal job do not return in following years, or cannot 
get railroad jobs in the following years. Moreover, in the event of layoffs, 
workers with the least seniority are laid off first. In 1952, for example, approxi- 
mately 300,000 workers were more or less permanently separated from the rail- 
road industry other than by death and retirement. In the overwhelming ma- 
jority of cases, taxes have been collected from these workers for a few months 
up to several years, with no retirement benefits accruing as a result of the 10- 
year-service requirement. The railroad retirement fund obtains a windfall 
which has to be taken into account in estimating the net cost of the system. 

The actuarial valuation used a system which grossly underestimated these 
withdrawals, and, therefore, underestimated the windfall tax receipts. Because 
of the effect of the 1951 amendments requiring 10 years of service for rights to 
vest in an employee, the fifth valuation recognized that the effect on this was 
greatly increased. Therefore, it modified its formula so as to underestimate 
withdrawals a little less sharply than in the fourth valuation. But the remain- 
ing underestimate is still extreme, especially in the ranges having the maximum 
effect on costs. Again, the justification is that withdrawals were much less 
during the years 1938-41, effected by the depression conditions, and that another 
depression might again lead to low withdrawal rates (1952 Annual Report, 
Railroad Retirement Board, p. 167). 

This argument is invalid. The low withdrawal rates in most of the period 
1938-41 were at least partly due to the fact that employment was rising during 
that period, so there were very few layoffs. Moreover, unemployment generally 
was still marked, so that workers kept jobs when they could get them. The 
valuation itself shows a much higher withdrawal rate in the slump year 1949 
than in either 1947 or 1948. It is not likely that the 1954 experience will show 
still higher withdrawal rates. 

Approximate calculations give an idea of how much is involved in this. On 
the basis of the difference between actual withdrawals during the first 5 calendar 
years of work and exnected withdrawals according to the fifth valuation esti- 
mates, the retirement system collects each year approximately $19 million more 
in taxes on payrolls of $152 million, representing taxes for which the retire- 
ment system inherits no liability because of the withdrawal of the workers over 
and above the corresponding allowance in the fifth valuation ((c) in appendix). 

This amounts to 3.04 percent of total theoretical taxiable payroll, and a sav- 
ings of 0.41 percent in the level-cost actuarial calculation. Of this $19 million 
tax difference, $11 million accrues because of extra withdrawals during the fifth 
calendar year. Unfortunately, the annual report does not contain statistics on 
withdrawals in years 6 to 10, but indicates that they are also considerably above 
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the expected rates allowed in the actuarial valuation. Thus, the total effect is 
probably several times the $19 million shown for the first 5 years. 

Another side of this is the reduction through withdrawals of persons who 
might otherwise ultimately be eligible for pensions. The difference between the 
actual experience and the assumptions of the actuarial valuation are as follows: 

Consider a group of 1,000 workers first taking jobs in the railroad industry. 
At the end of the fifth calendar year, according to the actuarial valuation, 185 
of these are still working in the railroad industry. According to the actual ex- 
perience of 1947-49, only 148 of these are still working at the end of 5 years 
((d) in appendix). That is 22.7 percent fewer workers actually liable to re- 
ceive pensions in the future. This can make an enormous difference in the actual 
cost picture, although precise calculations are impossible because of the inter- 
mingling of this factor with others concerning which the assumptions of the 
actuarial valuation cannot be tested so readily. 


FINANCING THE PENSION CONFERENCE PROPOSALS 


Ability of system to pay 50-percent benefits after 30 years with present tar rate 

The following calculation, while using actuarial formulas, is not a precise 
estimate, but a rough indication which demonstrates the ability of the system to 
pay the retirement benefits proposed by the railroad pension conference. 

The following assumptions are made: 

1. The typical worker who retires enters the industry at age 28, earns $350 
per month, and retires at the age of 60 after 32 years’ service, receiving a pension 
of $175 per month. 

2. He lives for 15.88 years after retirement, in accordance with the 1944 rail- 
road annuitants mortality table. 

3. For every dollar of taxes collected, 64.6 cents is from workers who ulti- 
mately retire, 35.4 cents is from workers who die or leave the industry before 
retirement ((¢e) in appenddix). 

4. For every $1 of benefits paid, 74.4 cents consists of retirement benefits, and 
25.6 cents of spouses’ annuities and survivors’ insurance benefits, these being 
the proportions estimated for present employees in the fifth valuation (1952 
Annual Report, Railroad Retirement Board, table A-44, p. 208). 

These assumptions are far from presenting the situation in the most favorable 
light. We believe that, even with the 50-percent retirement annuities, most 
workers will choose to work beyond the age 60. As shown in the appendix, 
the ratio of taxes collected from workers who never retire on a pension is 
assumed at a minimum level. The improvement of retirement opportunities 
will probably reduce the proportion of spouses’ and survivors’ benefits in the 
total paid. 

However, proceeding from these assumptions, the results are : 


Yearly wages of worker anes S 22°. $4, 200 
2. Yearly taxes collected (12% percent of line 1)__-____-_-___________- $525 
3. Amount of taxes after 32 years (at 3 percent annual interest com- 

og Batiste eA IEE. 2 et ee $28, 149 
4. Total taxes collected and interest compounded, including allowance 

for taxes against which no retirement benefit will be paid (line 3 

IU Ns a ea gen cnc mesh egies nts gmap Se $43, 574 
5. Annual annuity collected by the retired worker______-____________ $2, 100 
6. Total annuity collected in dollars before he dies (15.88 times line 5)_ $33, 348 
7. Value at time of retirement of that annuity, allowing for interest at 

3 percent compounded monthly on sum not yet paid out (11.93331 

Gees line &)........... SRNR AO Ne tS se Be eS eee $25, O8O 
8. Value at time of retirement of total benefits, including spouses’ and 
survivors’ insurance, including same for workers who never retire 


es eeeeesepsiatarop-aooaepecie ee preeenieancnenore $0. 773 
9. Ratio of total benefits to total taxes, valued at time of retirement 

I I oc ee ceeeetvomensb mea mavens percent__ 9. 66 
10. Indicated necessary rate of tax to provide specified benefits (line 

I eel percent__ 9. 66 


11. Normal rate for new entrants, including allowance of 0.15 percent for 
SIINEIIIIR Magpies ota dk lacuna pahiscadauteasabiedeescateiancereess percent__ 9. 81 
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This, then, shows that a tax of 5 percent on the employers and the workers 
would be enough to provide the pensions called for by the railroad pension 
conference, so far as workers paying the tax throughout their employment is 
concerned; that is, essentially workers first employed since 1947. The result 
would have to be modified for some factors which cannot be estimated closely. 
It would have to be reduced to allow for the fact that the assumptions specified, 
while more liberal than those of the actuaries, are still conservative. 

It would have to be increased to allow for the extent to which the 5 highest 
years’ earnings, up to $400, exceed the average earnings for the entire 
period. 

The margin between the needed tax and the actual tax of 12.5 percent would 
continue, as at present, to help pay for the benefits of those workers who have 
retired without having been in the system long enough to have paid fully for 
their own benefits through taxes. In reality, this problem of unfunded benefits 
is diminishing. The average worker who retires in 1955 is about 50 percent 


funded, in theory, and in practice much more than that because of the inadequate 
level of benefits. 


APPENDIX 


(a) Caleulated for “immediate age retirements” from tables A-9 and A-11, 
pages 156 and 159, of the 1952 annual report, this indicates a calculated average 
immediate retirement age of 67.9. Using the 1944 railroad annuitants mor- 
tality table with 1-year rate back, as in the fifth valuation, this is equivalent 
to a life expectancy of 11.58 years. The valuation assumed that deferred 
retirements took place at 66. This is equivalent, with a 1-year rate back, to a 
life expectancy of 12.62 years, according to the valuation standard. The val- 
uation does not make clear the assumption used in estimating the proportion 
of immediate and deferred retirements. For this calculation, as assumption 
of 4 immediate to 1 deferred retirement was made, roughly corresponding to 
the average of recent years’ experience. This yields an average life expectancy 
of 11.8 years. 

(b) Calculated from table B-8, 1953 annual report, page 101, for full-age 
annuities. This shows the percentages of annuities awarded in each year still 
in effect at the end of 1952. The differences between these percentages indicate 
the proportion of annuitants dying in each ordinal number of years after 16.5 
years (awarded in 1936), the life expectancy of the 1944 railroad annuitants 
mortality table (with no rate back) was applied, to the average age at the end 
of 1952 of these annuitants. This calculation indicates a life expectancy for 
full-age annuitants of 11.02 years. Corresponding figures as of the end of 
earlier years were 1948, 10.64; 1949, 10.74; 1950, 10.86; 1951, 11.03. The in- 
creasing trend does not represent greater longevity, but the diminishing effect 
of the usual number of high-age persons among those retiring in 1936-37. This 
effect is largely exhausted by the 1952 calculation. What is left of it is probably 
offset by an opposite effect, the concentration of 19386 and 1987 awards 
in the latter parts of those years, not allowed for in the calculations. 

(c) Calculated approximately on the basis of data contained in the 1952 
annual report, table A-17, page 165, and unnumbered table of percentage 
increases were adjusted from a service year to a calendar year basis, so that 
they could be used in conjunction with table A-17, as follows: 


Percentage increase 


Calendar year (duration year in parentheses) 
Service year Calendar 





year 

1 (0) ~~ SiLcdb dkun db <ddeke coakiunc these biventes ial iche tiptoe 30 31 
3 (1) 5 2 a a i a a a a * 25 27 
3 (2) i ; . a eee eee ier eee Meee 20 21 
4 (3) ca Ard tad ele ae dcew leet kw ies ae ee 16 17 
DS A Sida th. ena bitie . nts ote itil sbigipte «anpnebGl= dathtrgaess bees 13 14 


The difference between actual withdrawals and expected withdrawals was ecal- 
. culated on an average for the period 1947-49, and converted into dollars on the 
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following assumed average annual earnings of workers according to duration 
of their railroad employment: 








Years for Average 

Calendar years in railroad employment | which wages annual 

| received wage 
se patecaseare ct : ; packadd ocadeusons tase ae 14! $1, 200 
he toca sans varias iad . idds pndbabexnusoavedewte = tdbde | 1}o) 1, 400 
3 — “ss : ‘ onl 214 1, 600 
ee aos : ; se 3M 1, 800 
wc ; é - os ss 4lo 2, 000 


(d) Obtained by cumulative application of withdrawal percentages, actual for 
average of 1947-49, as calculated from table A-17, and expected by actuarial 
valuation, calculated as indicated in previous note. 

(e) This assumption is derived as follows: The average retiring employee to 
date has had about 27 years’ experience. Therefore, if every single employee 
worked until retirement, and actually did retire, on the average there would be 
one new retirement for every 27 employees. The number of retirements would 
equal one twenty-seventh, or 3.70 percent, of the average number of workers 
employed during the year. Actually, over the 17 years 1938—54, retirements have 
averaged 1.98 percent of average employment. (Compiled from 1953 Annual 
Report of Railroad Retirement Board, table D-1, p. 164; table B-18, p. 116; 1953 
and 1954 data, partly preliminary, estimated from issues of the Railroad Retire- 
ment Board Monthly Review and the Bureau of Labor Statistics Monthly Labor 
Review. ) 

This means that, so far, only 53.5 percent of the employment taxed have been 
reflected in ultimate payment of retirement benefits; or that for every dollar 
of tax collected, roughly 46.5 cents has been a windfall, save for possible pay- 
ment of survivor benefits, which are much lower than retirement benefits. 

In 1947 disability retirements were eased, and the rate of retirements has been 
higher since 1947. In the 7 years 1948—54 (1947 is left out because there were so 
many delayed disability retirements, exaggerating the total, in that year) re- 
tirements averaged 2.39 percent of average employment. This may prove more 
representative of the future situation, with liberalized disability retirements. 
During that period, then, 64.6 percent of employment taxes has been reflected 
in ultimate payment of retirement benefits; for every dollar of tax collected, 
35.4 has been a comparative windfall. This was used as an assumption for the 
future in the calculations. 


BROTHERHOOD OF RAILWAY CLERKS, 
SYsTeM Boarp OF ADJUSTMENT, 
Denver, Colo., April 8, 1957. 
Hon. Gorpon ALLOTT, 
Senator Office Building, Washington, D.C. 

DeaR Str: The standard railway labor organizations have endorsed certain 
bills now pending in Congress to amend the Railroad Retirement and Railroad 
Unemployment Insurance Acts and to provide relief from income tax by ex- 
empting employees’ entire retirement-tax contributions from gross income sub- 
ject to income tax under the Internal Revenue Code. 

This legislation is exceedingly important to all railroad employees. I under- 
stand that some opposition developed in Congress to the tax-exemption feature 
of the program we are sponsoring as it was incorporated in H. R. 3665, and to 
meet some of the opposition Congressman Eugene McCarthy of Minnesota in- 
troduced a bill in the House identified as H. R. 5551 which would exempt from 
gross income, subject to income tax under the Internal Revenue Code, social- 
security tax deducted from the salaries of employees subject to the Social Secu- 
rity Act, retirement deductions from the salaries of Federal employees subject 
to Civil Service Retirement Act, and railroad retirement tax deducted from the 
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salaries of railroad employees subject to the Railroad Retirement Act. This 
legislation is good legislation and is in the interest not only of railroad em- 
ployees but of the vast majority of those who work for a living throughout our 
country. In behalf of the members represented by this organization residing 
in your State, I urge you to give serious consideration to supporting this legis- 
lation. 

In addition to supporting H. R. 5551, I also urge you to support H. R. 4353 
and 8S. 1313 which would improve railroad employees’ benefits. 

I further understand that a bill designated as S. 1630 has been introduced 
in an attempt to cut out unemployment benefits during any period of unem- 
ployment brought about by a legal strike, and all maternity benefits. There are 
many other features in 8. 1630 which would place additional disqualifying pro- 
visions in the law to the detriment of railroad employees who become fur- 
loughed or discharged. Companion bills have been introduced in the House of 
Representatives designated as H. R. 6016 and H. R. 6040 which seek to destroy 
materially the effectiveness of the protection now provided by the Railroad 
Unemployment Insurance Act. I am urging you to vote and work against these 
bills which would, if enacted, take away the benefits enjoyed for many years 
under the Railroad Unemployment Insurance Act and which are so important 
to railroad employees. 

Yours very truly, 
Wa. J. DonLoN, General Chairman. 


ASSOCIATION OF AMERICAN RAILROADS, 
Law DEPARTMENT, 
Washington, D. C., September 16, 1957. 
Mr. MERTON C. BERNSTEIN, 
Special Counsel, Subcommittee on Railroad Retirement, Committee on 

Labor and Public Welfare, United States Senate, Washington, D. C. 

DerEAR Mr. BERNSTEIN: This is in response to your letter of August 29, 1957, 
requesting information called for in the record of the hearings on the various 
railroad retirement bills held by Senator Morse’s Subcommittee on Railroad 
Retirement. 

Examples of strikes in recent years which have occurred following railroad 
acceptance of an emergency board recommendation with consequent payment 
of unemployment benefits to the striking employees are as follows: 

The switchmen struck from June 25 to July 6, 1950, against the Chicago, 
Rock Island & Pacific, the Chicago Great Western, the Great Northern, 
the Denver & Rio Grande Western, and the Western Pacific. 

Members of the Brotherhood of Railroad Trainmen, struck from Janu- 
ary 6 to February 10, 1951, at Chicago, Detroit, St. Louis, Buffalo, Phila- 
delphia, Peoria, St. Paul, Milwaukee, Cincinnati, Birmingham, Jacksonville, 
Knoxville, and a number of other points. 

Members of the teamsters union struck from April 22 to July 22, 1957, 
against Railway Express Agency. 

Attached are two tables showing the distribution of railway operating rev- 
enues for the years 1921 through 1955. One table shows that distribution in 
thousands of dollars, and the other shows the distribution in cents per dollar 
of gross revenue. 

The information in which you are interested regarding the holders of equip- 
nent trust certificates, the amounts of holdings, and which trust holders also 
own railroad stock and in what amounts is not available. As stated in Mr. 
Monroe’s memorandum which accompanied my letter of May 15, 1957, to Sen- 
ator Morse, railroad equipment obligations are widely held by financial institu- 
tions of various kinds and by individuals, and there is no way of obtaining 
precise information as to holders of these securities. 

I trust this gives you the information in which you are interested. 

With best regards, 

Sincerely, 


GERALD D. FINNEY. 
(See chart, p. 366.) 
























640 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


Distribution of railway operating revenues—Railways of class I in the United 
States 


{Expressed in cents per dollar of gross revenue] 


Other |Loss and | Hire of 
Total Labor Fuel mate- |damage,| Depre- equip- Net 
oper- (sala- and rial and | injuries | ciation ment /Total ex-| rail- 
ating ries power— | supplies to and /|Taxes| and penses way 
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1921 _- . 100. 0 47.0 9.6 20.2 | 3.1 | 2.8 5.0 1.4 89. 1 10.9 
1922 | 100.0 44.4 9.5 | 20.3 2.2 3.0| 5.4] 1.5 86.3 | 13.7 
1923 _- 100. 0 | 44.3 | 8.5 19.8 2.0 3.2) 5.3 1.6 84.7 | 15.3 
1924___- 100. 0 | 44.3 | 7.5 | 18.7 2.1 3.5] 5.8 | 1.7 83.6 | 16. 4 
1925 100. 0 | 43.2 6.8 18.4 2.0 3.7 5.9 1.7 | 81.7 | 18.3 
See ck. ote 100. 0 42.6 | 6.5 18.5 2.0 3.6 6.1 | 1.7 81.0 | 19.0 
1927 _- i 100. 0 43.8 | 6.5 | 18.3 | 2.1 | 3.9) 6.1 1.9 82.6 | 17.4 
1928 100. 0 43.0 | 6.0 17.6 1.9 | 3.9 6.4 2.0 80.8 | 19.2 
1929 100. 0 42.6 | 5.5 17.6 2.0 4.1 6.3 2.0 80. 1 19.9 
1930 100. 0 | 44.8 | 5. 5 | 17.3 2.2 4.6 6.6 | 2.5 83.5 16.5 
206i... at 100.0 | 46.9 | 5.6 16.8 2. 4 | 5.3 7.3 3.2 87.5 12.5 
1932 : 100. 0 45.9 5.7 15.9 ae 6.7 8.8 3.9 89. 6 10.4 
1933 | 100.0 43.2 | 5. 4 15.1 2.5 | 6.5 8. 1 3.9 15.3 
PR sins ae | 100.0 44.1 6.1 15.5 3.1 5.9 | 7.3 | 3.9 g 14.1 
1935- 100. 0 45.0 | 6.2 16.0 2.3 5.6 | 6.9 3.5 5.5 14.5 
1936 __. 100. 0 42.9 | 6.2 16.2 2.3 | 4.7 7.9 3.3 5 16.5 
Se acon 100. 0 44.8 6.6 17.0 1.8 4.7 7.8 3.1 .8 | 14.2 
Sake ews 100. 0 46.5 6.7 15.9 1.6 5.7] 9.5 3.6 5 10.5 
1939... -| 100.0} 441] 6.2 16. 2 1.5 | 5.1] &9 3.3 5.3 14.7 
1940 100. 0 43.2 | 6.1 16.3 1.5 48) 9.2 3.0 1 15.9 
_ 100.0 | 41.1 | 6.0 15.8 1.3 4.4 | 10.2 2.5 3 18.7 
1942 100. 0 37.1 5.4 13.3 1.3 4.5 | 16.1 2.4 80. 1 19.9 
1943 ____ | 100.0 | 36.9 | 5.7 13.4 1.4 5.1 | 20.4 me 85. 0 15.0 
1944 | 100.0 38.7 | 6.0 14.6 1.6 5.7 | 19.6 2.1 88.3 11.7 
1945 100. 0 41.4 6.2 16.1 2.1 13.3 | 9.3 2.0 90. 4 9.6 
1946____ 100. 0 52.1 7.1 16.8 2.5 4.8 6. 6 2.0 91.9 8.1 
1947 100. 0 47.6 7.5 16.0 2.7 4.4) 10.8 2.0 91.0 9.0 
1948__ | 100.0 46.9 | 7.9 | 15.6 2.6 4.2 | 10.6 1.8 89. 6 10. 4 
1944 100. 0 48.9 6.7 | 17.0 2.6 5.1 9.7 2.0 92. 0 8.0 
1950 é 100. 0 46.2 5.9 15.2 2.3 4.9 | 12.6 1.9 89.0 11.0 
1951___-. 100. 0 48.2 5.6 16.5 2.4 4.7 | 11.6 1.9 90.9 9.1 
1952_ 100. 0 47.9 4.9 16.1 2.4 4.8 / 11.9 1.8 89.8 10, 2 
1953 100. 0 47.5 | 4.5 16.8 2.5 6.0 | 111 2.2 89. 6 10.4 
1954... 100. 0 49.4 4.5 16. 4 2.7 5.3 9.2 2.7 90.7 9.3 
1955 : 100. 0 47.0 4.2 16.4 2.5 5.5 | 10.7 2.5 88.8 11.2 













Source: Statistics of Railways in the United States. 





(Whereupon, at 12:01 p. m., the subcommittee was adjourned.) 
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